

QL 330.954 
QH0 3RD.ED. 


105762 

LB8NAA 


Accession No .BW<<r........?../.. ^ 


iC 

TT^’ft snfTT^rJT appR^ft g 

jr Shastri Academy % 

.. administration ^ 

ft 

MUSSOORIE g 

SRRJRTJT jJ 

LIBRARY 8 


O j^o. St^..-..9.SA .I 


5?5r«P?R*IT 
Book No... 


&tu 

• ••• ••• «••«••••• ••••Bp • 











INDIAN ECONOMY 


ITS NATURE AND PROBLEMS 



INDIAN ECONOMY 

Its Nature and Problems 

( A NEW LOOK INDIAN ECONOMICS ) 


ALAK GHOSH, m.a. 

Lecturer in Economics, Post-Craduate Department, Calcutta University 
Formerly Assistant Professor of Economics, Presidency College, Calcutta 
Author of **New Horizons in Planning*' 


CALCUTTA 

THE WORLD PRESS PRIVATE ITO, 

1959 



Copyright Reserved 

Copyright 1957, 1958, 1959, The World Press Private Ltd 
37 College Street, Calcutta-12 


First Edition: August, 1957 
Second Edition: August, 1958 
Reprinted: November, 1958 
Third (Revised & Enlarged) Edition: August, 1959 


PUBUSHED BY S. BHATTACHARJEE FOR THE WORLD PRESS PRIVATE LTD AND 
PRINTED IN INDIA BY P. K. GHOSH AT EASTEND PRINTERS 
3 DR SURESH SARKAR ROAD, CALCUTTA-14 



TO 

MY FATHER 


unerring source of wise counsel 



PREFACE TO THE THIRD EDITION 


The very encouraging response to the second edition was a matter 
of great gratification to the author. In this new edition, besides revis¬ 
ing the work throughout, bringing it thoroughly up to date and includ¬ 
ing new materials in most places, I have added a chapter on the Third 
Plan and a big section on Joint Co-operative Farming. 


A. G. 

Department of Economics, 

Calcutta University, 

9th August, 1959. 


PREFACE TO THE SECOND EDITION 

Indian Economics should basically be a growth-oriented study of 
our economic problems: this emphasis, which ran through much of 
the first edition, is carried out more consistently and in a more balanced 
way in this second revised edition. This orientation received the general 
approval of my teachers, friends and colleagues to whom 1 would like 
to express my profoxmd gratitude. It is a pleasure to acknowledge the 
help and enthusiastic support which I received from teachers of numerous 
colleges and universities. In fact, this gratifyingly wide-spread accep¬ 
tance of the earlier edition has made it commercially possible for us 
to revise at an early date, to add fresh items and to print a large number 
of copies. 

This edition differs from its predecessor in two respects. First, 
it provides comprehensive treatment of all current topics and exhaus¬ 
tive analysis of a few older problems which were only discussed in broad 
outlines in the last edition. Second, it adds valuable appendices con¬ 
taining statistical data, time series tables and sel^ted economic indi¬ 
cators. But the major focus of the book, on the study of the Indian 
Economy in a developmental context, remains unchanged. 

For the rest, let the book speak—or whisper—for itself. 


A. G. 

Department of Economics, 

Calcutta University, 

15th August, 1958. 



PREFACE TO THE FIRST EDITION 

Since Independence tremendous progress has been made in our 
country. India is now seeking, by means of planning, a more rounded 
development of her truly vast basic resources and is speedily transform¬ 
ing her entire economic structure. In the context of these growth-oriented 
changes, it is necessary that we make a fresh appraisal of Indian eco¬ 
nomic problems. It is always fruitful to study the Indian economy as 
a whole—its achievements, but even more, its potentials. But in the 
contemporary circumstances, this study can be regarded as complete 
and copiprehensive only if it is made against the background of a 
knowledge of growth economics. Therefore the analysis in this book 
is primarily oriented toward growth problems. It poses both the old 
and the new problems of our economy from an angle which focusses 
the spotlight on economics of development. Its main purpose is to show 
how the Indian economy is being transformed under the impact of 
developmental planning. 

This book is designed as a text for our College and University 
courses in Indian Economics. But it is specially meant for the student 
of today who will be the man of affairs tomorrow. There is much in 
its pages that will be of interest also to the general reader. 

I must here acknowledge my deep debt of gratitude tc^my teacher. 
Professor J. P. Niyogi, Head of the Economics Departm^t, who has 
continued to inspire me ever since I came into contact with him. Thanks 
are due, also, to Shri R. Datta, a colleague of mine, who suggested to 
me the title of this book. 

Appreciation is expressed to the publishers for their kind co¬ 
operation throughout the entire period of preparation of this book. 

A. G. 

Department of Economics, 

Calcutta University, 

15th August, 1957. 
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BOOK ONE 

Nature of the Indian Economy 



PART I 


Economics of Underdevelopment and 
the Nature of the Indian Economy In 
the Pre-planning Period 

NATURE OF 

Chapter I UNDERDEVELOPED AREAS 

With Special Reference to India 

Obstacles to Progress in Underdeveloped Areas 

From a commonsense point of view, the backward countries 
characterised by low standards of living and having agricultural 
economies with little industrialization should be called underdeve¬ 
loped areas. In such economies, road blocks confront us on all known 
avenues to progress and advancement. Shortage of capital, lack of 
skilled personnel, lopsided production, backward agricultural system, 
countrywide poverty, with the consequence of a low volume of effective 
demand, a large labour surplus—these are the main obstacles to progress 
and growth in underdeveloped countries. In short, the crucial deficiencies 
are in capital, labour and management skills, and organization. These 
were the main factors responsible for the extremely low levels of produc¬ 
tivity in India during British rule. 

On the one hand, backward agricultural systems predominate in 
which productivity is weak, yields are low and plots are both over¬ 
crowded and overexploited. On the other hand, there is little or no 
industrialization because of a lack of daring, risk-taking entrepreneur 
class and because of shortages of industrial equipments and technical 
personnel. Moreover, under^development usually goes hand in hand 
with under-utilization of resources. For instance, in the case of India 
during the British regime there was a substantial under-utilization of 
both hmnan and material resources and this seriously affected the 
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growth of the Indian economy. In spite of the tremendous pressure 
of population on land, we find that most of the Indian plots were 
under-utilized in the sense that output per crop per acre was low. 
This was due to the lack of water, fertilizer, good seed, and agricul¬ 
tural techniques and to the declining fertility of Indian soil. Indian 
agriculture also exhibited considerable amount of “hidden” under¬ 
employment—^the average farmer who did not double-crop his land 
worked for about 5 to 6 full months during the whole year. There 
was also under-utilization of industrial equipments in India’s small 
modern industrial sector. Except for short periods during the wars, 
the little capital equipment available was neither used overtime nor 
were the factories running two or even three shifts. 

Many obstacles to development, however, are both a cause and 
consequence of poverty. In fact, there are circular relationships, known as 
vicious circles of poverty, that endeavour to perpetuate the low level of 
economic growth in an underdeveloped country. The basic vicious circle 
highlights the fact that total output is low, and that, after consumption 
needs are met, little remains as a surplus for capital accumulation. Because 
of the low level of real income in the underdeveloped countries the flow 
of saving is also small. The low level of real income is, in turn, primarily 
due to an extremely insufficient capital stock and secondarily to market 
imperfections. And the low level of capital stock is, in turn, a consequence 
of the low level of real income. The deficiency of real resources and low 
productivity were markedly visible in India during British rule and 
constituted the main underdeveloped characteristics and produced the 
basic vicious circle. Other vicious circles strengthened and overlapped 
this basic circle. The low level of real income acted both as a cause and 
consequence of the low level of demand: low real income led to a low 
level of demand which, in turn, led to low investment and hence back to 
capital deficiency. Another vicious circle encompassed our underdeveloped 
resources during British rule. Through illiteracy, lack of skills, deficient 
knowledge, factor immobility, and indiflerent attitude of the British 
rulers, our resources remained imutilized, underutilized, or misutilized. 
Underdeveloped resources became, therefore, both a consequence and 
cause of the underdevdoped characteristics of our population and we 
remained submerged in a state of semi-serfdom amidst semi-stagnant 
conditions. 

bidia during British Rule—Typical Underdeveloped Economy 

India during the pre-planning period (/.e., before the launching of 
the First Five Year Plan in April, 1951) and specially during the 
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British rule, exhibited most of the fundamental characteristics of an 
underdeveloped economy in a most distinct manner. 

The story of India dining British rule is a story of arrested 
economic development. Just before the British came to India, the 
Indian economy had lost momentum and was fast settling down to 
a semi-static equilibrium condition. In the period, before British rule 
started in India, two basic characteristics were most prominent—a 
high degree of income inequality and conspicuous consumption {i.e., 
consumption of luxury items) by the wealthy class. In fact, most of 
India’s potential surplus, instead of being invested for creating bigger 
surpluses in the future and for facilitating economic development, was 
wasted in conspicuous consumption by the richer class and accumu¬ 
lated in the form of gold and silver hoards. This tendency, which 
seriously hindered the process of economic development, persisted 
even after the British came to India. According to Dr. S. K. Muranjan, 
in the 1920’s, the net increase of precious metals in India equalled more 
than 40% of the total net increase in “visible” savings {Le., bank deposits, 
government debt, paid-up capital and reserve of joint stock companies, 
premium income of insurance companies, etc.) 

After England’s industrial revolution, Britain became specially 
interested in India because the Indian economy provided a vast market 
for British manufactured goods and a source of food and raw materials 
for the West. In trying to convert India into a market for British manih 
factured goods, the British rulers sapped India's own manufacturing 
industries and gradually converted India into an agricultural hinterland of 
Great Britain. In India Britain had mainly two tasks to perform—develop¬ 
ment of India in a manner which would make it complementary to 
Britain’s own economy and the maintenance of political control. Naturally 
Britain was not keen on applying a magic formula for all-round economic 
growth of India. The result was that during the British rule, India most 
conspicuously demonstrated a deteriorating situation amidst semi- 
stagnant conditions. India remained a land of uncertain crops. Vast 
numbers of people were in a state of appalling poverty. The rate of savings 
in the economy was hopelessly low and the advances made in communica¬ 
tions, trade and industry were scarcely enough to meet the pressure of 
population. 

In short, India’s lack of economic development must be attributed, 
in considerable measure, to her political subordinacy to Great Britain. 
With political subordinacy went economic subordinacy. From the 
beginning almost until the end of British ascendancy, India was regarded 
as a kind of economic complement to Britain. Accordingly, the develop- 
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ment of an economically rounded and strong India was never a basic 
objective of British policy. The result was an automatic suppression of 
the stimulus to economic growth. 

(i) Agriculture in British Regime. In spite of the British Govern¬ 
ment’s half-hearted attempts for agricultural improvement, most of 
which took place during the last thirty years of its rule, the technique 
of cultivation did not change much and there was very little use of 
machinery in cultivation. Throughout the British period, Indian 
agriculture was starved for capital. This starvation was due to a 
variety of factors: rigid and oppressive tenancy laws; high rents 
because of excessive population pressure on the land: high interest 
rates; the speculative character of Indian agriculture because of the 
uncertainties of the monsoon; the reduced size of family holdings because 
of the growth of population without a comparable growth of non- 
agricultural occupations; and the sub-division cum fragmentation of 
these holdings. Thus agriculture in British India was a depressed"^ industry. 
The relative income in the agricultural sector was far less than that in 
the non-agricultural sectors and the total produce of the land was 
too small to provide a decent living to the entire agricultural population. 

During the British rule, in spite of the growing pressure of popu¬ 
lation on the land, there was no appreciable shift in India from 
extensive to intensive cultivation. The slight increase in agricultural 
output, that took place in the last 30 years of British rule in India, 
resulted from bringing new land under cultivation through clearing and 
irrigation, rather than from changes in the methods of cultivation. 
According to Dr. S. Subramanian (Economic Adviser, Government of 
India, 1945), during the inter-war period (1919-39), while productivity 
per acre increased somewhat in the case of commercial crops, there 
was a marked decline in the productivity of India’s principal food 
crop—rice. The absence of intensive cultivation is further demonstrated 
by the fact that only about 15% of cultivated land in British India was 
double cropped, though the climate was favourable in many parts of 
the country to double cropping if sufficient water and fertilizer were 
provided. . 

(ii) Industry during British Rule. Turning to industry we find 
that, before 1850, there was no factory industry in India. Since then, 
a small modern industry sector has slowly emerged in the Indian 
economy out of sheer necessity arising from the First and Second 
World Wars. However, this small modern industry sector did not 
possess a well-rounded industrial complex of many industries, each 
supplying the raw materials and markets for the other. During the 
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last 30 years of British rule, the textile industry was most important 
from the point of view of number of workers employed. In the field 
of engineering, employment was localised in the railway workshops. 
Basic industry consisted of the small beginnings made in iron and steel, 
with almost no machine tools and no heavy chemical industry. 

In British India, native investment on a decisive scale did not occur 
because the surplus of production over consumption (i.e., the potential 
economic surplus) was enjoyed by privileged wealthy groups whose 
wealth was spent mostly in conspicuous consumption, in acquiring 
precious stones and metals and in bidding up the price of land. Another 
reason for inadequate industrial investment was that there were very 
few bold and daring entrepreneurs amongst the wealthy Indians, most of 
whom were vitally interested in land, buildings and other forms of 
properties. 

British domination extended beyond the range of British invest¬ 
ment by means of a peculiar system known as the “managing agency.” 
The “managing agents” who came to India from the British Isles were 
originally representatives of trading companies working in different fields 
of import and export business. Yet they soon became attracted by the 
many other business opportunities of the Indian sub-continent and used 
the experience they had gained in international trade for industrial pioneer¬ 
ing. Each managing agency controlled a vast agglomeration of miscella¬ 
neous and unrelated enterprises—amines, mills, plantations, public 
utilities, shipping interests, banks and exclusive sales agencies. The 
managing agents exacted various charges and high commissions and 
fully exploited the companies under their management. In fact, the 
managing agency system was partly responsible for the lack of drive 
toward greater efficiency and rationalization of Indian industry and 
for the exceptional “shyness” of the Indian investor. 

The few Indian entrepreneurs who started industrial enterprises 
generally copied the strategy of British managing agents who were more 
interested in the development of industries like jute, iron and steel, 
cement and paper. Britishers did not want to establish heavy basic 
industries in India because such industries would create a solid 
capital base for the Indian economy which would facilitate the process 
of industrialization and would accelerate the tempo of Indian econo¬ 
mic development. The Indian businessmen were not keen on exploring 
the possibilities of heavy industries’ development because adequate 
facilities were not given by the British government for undertaking 
such investments. Moreover they considered that investment on heavy 
industries might lead to considerable risks due to the fact that the 
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enterprising Britishers were avoiding such investments. They also feared 
that such investments would bring in profits only after a considerable 
time lag and, therefore, avoided them as far as possible. Thus the industrial 
structure of British India was a lopsided one—textiles and plantation 
industries were overemphasized and heavy industries were almost neglected. 

The Precise Meaning of an Underdeveloped Area 

It is very difficult to find a simple and precise definition of an 
underdeveloped nation or area. The best approach to the identification 
of the underdeveloped countries would be to compare nations in terms 
of per capita income because this would reveal the relative standards 
of living in the countries under consideration. A study of the per capita 
income in 1939 of 53 nations with 85 per cent of world population was 
undertaken by the National Advisory Council on International Monetary 
and Financial problems (in U.S.A. in December, 1947). The report 
of the Council shows that the 53 nations under consideration can be 
divided into three typical groups. In the first group, we have mature 
economies like United States, Germany, France and United Kingdom 
where the average annual per capita income is estimated at over $200 
(i.e., about Rs. 1,000). In the second group, semi-mature nations like 
Union of South Africa, Finland, Japan, Austria, Italy and Greece are 
included and in these countries, the average annual per capita income 
ranged in value from $100 (i.e., about Rs. 500) to $200 (i.e., about Rs. 
1,000). The third group includes India, most of the Latin American 
countries, Burma, Ceylon, Philippines, China and Indonesia with a 
per capita annual income valued at $100 {i.e., about Rs. 500) or less. 
The countries which come under the third group have low standards 
of living because of their low per capita income and are known as rmder- 
developed areas. Underdevelopment means poor economic performance 
due to low real incomes per person. Thus the emphasis here is to identify 
development with those changes and investments which will lift real 
incomes per person much closer to their potential level. 

It is somewhat disheartening to compare India’s miserable per 
capita income of $56 a year with that of the U.S.A. ($1,960) or the 
U.K. ($836) or even Japan ($212). The difference threatens to increase 
from year to year, and there can be for us no chance of catching up 
with the West and surpassing it in the near future. It is, however, slightly 
reassuring to note that on the basis of projections made in our Five 
Year Plans {i.e., on the basis of bigger and bigger Plans involving higher 
and higher effort) our per capita income will be just $100 by 1973-74. 
Any slackening of the development effort will mean the abandonment 
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of even the pitiful hope of this 50 doUar increase in per capita income 
over a period of 25 years. 

Indicators of Economic Development 

In addition to comparison in terms of per capita income there 
are other important methods which may also be utilized for determining 
the stage of economic development reached by a country. One such 
important indicator of the level of economic developnient is the amount 
of mechanical energy available to the people of a nation. Before 1939, 
the inhabitants of the underdeveloped areas with an annual per capita 
income of $100 or less had at their disposal the equivalent of about 
1.2 horse power-hours per day per person in addition to their own 
human energy. In India, it was slightly less than 1.0 horse power-hour 
per day per person. In the mature economies, the figure was 26.6 horse 
power-hours per day per capita i.e., about 20 times that of the under¬ 
developed areas. For the United States, the average mechanical energy 
per person was 37.6 horse power-hours per day. 

Differences between agricultural output of the countries under 
consideration would also indicate their levels of economic development. 
This is because a nation’s ability to develop economically is conditioned 
to a high degree by its capacity to produce adequate food supplies for the 
inhabitants in the growing sectors of the economy. Comparisons of this 
sort would only give a rough indication because there would always 
be differences in soil, climate and topography. But even such rough 
indicators would be useful for distinguishing between different levels 
of economic development in different countries. 

In the period 1935-39, the yield per acre of wheat in India was 11 
bushels while that of Western Europe was slightly more than 41 bushels 
per acre. A comparison of rice production, the chief source of food, 
in different regions of South East Asia would also indicate marked 
variations. In India between 1935-39, the average rice yield was 26 
bushels per acre while in Japan the output was 76 bushels per acre. 
This greater yield was possible in Japan through the application of 
more modem agricultural techniques. The Food and Agricultural Orga¬ 
nisation of the United Nations has estimated that the average farmer 
in the mature countries has an income about 12 times greater than the 
farmer in the underdeveloped areas. 

Why do Underdeveloped Areas Exist 

The pertinent question which would arise in the minds of students 
of economic development is: why so many countries of the world have 
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low income and low standard of living? It is difficult to find a clear-cut 
answer to this question because the forces which keep a country in 
a low level of economic development are political, social and economic 
in nature. 

(i) Political Forces, The colonial governments established by Britain, 
the Netherlands, France and other nations provided political stability 
which did not automatically result from the operation of democratic 
forces within the countries but was rather artificially imposed from 
above by means of outside pressure. In such countries, trade and com¬ 
merce were the most important occupations because they brought in 
quick profits but unfortunately these were neither mopped up by the 
government nor spent by the earners on schemes, connected with the 
welfare or education of the local people. In most cases there was a smalls 
elite, wealthy class, with land and property rights, which enjoyed a good 
deal of political and economic power. The rest of the people, fighting 
against natural odds and suffering from general illiteracy, never were 
brought to desire progress. They merely existed. These people, living 
in a most deplorable condition, viewed life in an extremely callous man¬ 
ner. It was only in the concluding stages of foreign rule when patriotic 
and nationalistic spirits were sufficiently kindled in them that they 
could be roused to action. India serves as a typical example in this 
connection. 

(ii) Social Forces, The social system of most underdeveloped 
countries has tended to perpetuate a low level of social and economic 
welfare. At the top of the social hierarchy there is a small, wealthy, 
autocratic, and usually corrupt class made up largely of land owners, 
merchants and public officials. The great majority of people at the 
bottom of the social order consist mainly of village farmers and arti¬ 
sans and urban workers. The upper class maintains its position in the 
social order mainly through the process of exploitation of agricultural 
workers and urban labourers. Thus, those who are at the lowest rung 
of the social hierarchy have little opportunity to improve their position 
socially and economically. The need for survival ties them to the social 
or other petty jobs; “they must work to eat and eat to work.” 

Caste System : In India in addition to this general social hier¬ 
archy, there is also a special social order based on the caste system 
which is a prominent feature of the Hindu Community. There are four 
main castes in the Hindu Community viz. the Brahmins (spiritual leaders 
and scholars), the Kshatriyas (warriors and administrators), the Vaishyas 
(merchants and traders), the Sudras (manual workers). The caste system 
proved to be detrimental to the economic progress of the country. It made 
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the movement of labour and capital difficult and seriously dampened 
the spirit of enterprise and initiative by introducing rigidity in social 
mobility and making functions hereditary. 

A growing economy requires a continuous process of new invest¬ 
ment. The undertaking of new investments would expand particular 
sectors of the economy and because of this there would be a change 
in the composition of the demand for the products produced by the 
economy. Therefore specialised resources, particularly the labourers, 
should be in a position to move rapidly from one occupation to an¬ 
other occupation and from one region to another region in response to 
changes in demand. But in India because of the caste system there was 
a rigid mobility of labour which brought about a very slow response 
to changes in demand and thus seriously hampered the process of eco¬ 
nomic development. In fact, occupational mobility had little meaning 
in caste-infected societies where production was organized on a family 
basis, and occupations were tied to family status and kinship roles. 
The caste system, by hindering movement up the social ladder, ensured 
some degree of stability amidst a semi-stagnant environment but, by 
bringing about a high degree of social immobility, choked the process 
of economic development. 

Joint Families : Like the caste system, the Indian joint family system 
also stood in the way of rapid economic growth. As each member of 
the joint family was assured of food, clothing, etc., it reduced the incen¬ 
tive to work, dampened the spirit of enterprise and encouraged laziness. 
Under the joint family system, a good majority of the people stayed 
at home, indulged in petty quarrels and jealousies which reduced the 
mobility of the people, hampered initiative and enterprise and seriously 
affected the process of development. 

Population Pressure : In most of the underdeveloped countries 
in South East Asia including India, the pressure of population on land 
results in low per capita output. Therefore, the accumulation of a sur¬ 
plus, out of which a higher standard of living can be obtained, is almost 
impossible. In the densely populated rural areas of Ceylon, India and 
Java there is a constant struggle against the law of diminishing returns. 
According to the Statistical Office of the United Nations, in 1954 the 
average population density per square kilometer in India was IIS per¬ 
sons and Ceylon, 128 persons. Moreover these areas are faced with an 
increasing birth rate which make social and economic improvement a 
really tough job. Higher standards of living are possible only when 
the amount of goods available per person can be stepped up. Socially 
the fundamental problem in India and other underdeveloped countries 
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of South East Asia is control of population growth and the reduction 
of the obstacles hindering the mobility of labour. 

(ill) Economic Forces. Our commonsense tells us that if we are to 
increase human welfare in an underdeveloped country, then, a surplus 
of output, over and above the needs of subsistence, has to be achieved. 
The larger the surplus the greater would be the volume of goods and 
services which would be available to society. The crucial economic 
problem in the underdeveloped areas deals with a lopsided and inade¬ 
quate production. 

It is well known that increased output would facilitate economic 
growth and development but the vital question is how to increase out¬ 
put per head so as to lift up a lagging underdeveloped country? From 
elementary economics, we know that production results from the ap¬ 
plication of labour and capital to land. It is also evident to the students 
of economics that maximum output is obtained when the factors of 
production are combined in the best possible proportions. From this 
it would follow that if we have too much labour in relation to land and 
capital there would be a low output per worker. This is precisely the 
case in India and other underdeveloped countries of South East Asia 
and explains why these regions are termed as low income areas. 

This means that these countries, with a large and growing popu¬ 
lation, possess almost an unlimited supply of labour in relation to other 
factors of production. In other words, labour is the abundant factor 
of production in relation to land and capital so that the share of total 
production going to each worker is very small—so small that the masses 
often find that even a bare subsistence standard of living is almost im¬ 
possible. Because the workers and the self-employed farmers consume 
almost all that they produce, therefore, there is hardly any margin for 
saving out of which capital could be created. On the other hand, a small 
section of society, possessing landed properties, is quite weU off as it 
obtains large returns by exercising its power for extracting the maximum 
rent from agricultural workers. 

Thus the road to economic development in underdeveloped coun¬ 
tries with a large and growing population is obvious. Remove political 
and social hindrances and increase the productivity of labour so that 
savings take place, which if properly utilized would facilitate capital accu¬ 
mulation and economic growth. But as we shall proceed with our study 
of economics of underdevelopment, we shall find that many complex 
and intricate side issues would crop up. So it is now necessary to under¬ 
take a study of the various aspects of economic development. 
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DIFFERENT ASPECTS OF 
ECONOMIC DEVELOPMENT 


Role of Government 

Before the process of industrialization starts, a suitable environ¬ 
ment has to be created. Building of heavy industries, establishment of 
manufacturing plants, modernization and mechanization of agriculture 
or opening up of new and extensive markets for products will not enable 
a nation to generate a process of steady and accelerated growth unless 
other conditions are satisfied. A nation must have, among other things, 
adequate credit facilities, an equitable tax structure, a stabilized cur¬ 
rency system, a favourable legal code and judicial system. 

These are all attributes of government and that is why it is neces¬ 
sary to have a strong government which would be able to supply the 
nation with these pre-requisites of economic development. 

Moreover it is the responsibility of the government of an under¬ 
developed country to provide the vital services required by a modern 
society. In most of the backward areas, communication systems are 
inadequate and elementary educational facilities are unavailable. In the 
absence of adequate roads, the extent of the market is extremely limited 
and therefore specialization through the division of labour cannot be 
properly undertaken. Without specialization it is difficult to increase 
labour productivity and, therefore, the process of economic develop¬ 
ment cannot be accelerated. The illiterate masses have to be educated 
so that their mental and psychological outlooks are effectively changed 
and they become aware of their roles during the process of industria¬ 
lization and accelerated growth. Therefore, it is the duty of the govern¬ 
ment to provide the nation with more roads, better communication 
systems and adult cum compulsory primary education on a wide scale. 
Economic development is as much a function of government as it is of 
private enterprise and the role of the State becomes more significant in 
the case of a country lagging behind due to lack of private initiative and 
enterprise. In fact, there must be in each underdeveloped country 
a political awareness of the important and controlling role the govern¬ 
ment has to play for industrialization and upliftment of the economy. 

13 
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The present levels of income and productivity are abnormally low 
in most underdeveloped economies and, therefore, a way must be found 
to bridge the gap between current needs and future sufficiency. In such 
economies, continuous development in small doses will not be very 
fruitful because there is an initial barren period which has to be skip¬ 
ped as swiftly as possible. Moreover time is the most dangerous enemy 
of the underdeveloped nations who are late comers in the process of 
economic development. They have not the opportunity, as the now 
developed countries had, to progress and prosper as industrial islands 
in a surrounding world of backward nations which they could exploit 
as markets for manufactured goods and as sources of raw materials. 
The economic level at which the underdeveloped countries begin their 
performances is in most cases very much lower than the level at which 
the developed nations of today started. The relationship between popu¬ 
lation and resources is usually much more unfavourable and population 
trends more dynamic and dangerous. Therefore they cannot aiford to 
waste more time and sooner they start the process of accelerated econo¬ 
mic development, the better for them. This point is specially significant 
for countries like India where, because of tremendous population growth, 
it is more urgent to initiate a swift process of industrialization and deve¬ 
lopment. 

For accomplishing these vital tasks the state should come to the 
forefront of action and set in motion a machinery of rapid development. 
The national government of India, since independence, have fully appre¬ 
ciated these fundamental points and since April, 1951, have introduced 
co-ordinated development planning for the upliftment of the Indian 
economy. 

In addition to the spread, of general elementary education, it is 
necessary that the state should introduce educational programmes 
which would provide the facilities for the training of people in the pro¬ 
fessions, specially business management, pubhe health, and the tech¬ 
niques of production including agriculture, industry and commerce. The 
state should also initiate campaigns for eliminating the more common 
diseases like tuberculosis and malaria and make arrangements for im¬ 
proved sanitation and better housing facilities. All these measures would 
definitely contribute to the cause of increasing the productivity of the 
individual worker. This increase in productivity can be utilized not 
only for satisfying the barest needs for existence but also for the crea¬ 
tion of additional consumer products and capital goods which are the 
kingpins of the process of economic development. 
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Economic Considerations during tiie Process of Development 

The factors of a broad economic nature which have to be consi¬ 
dered in connection with the development process in underdeveloped 
countries are: 

(i) the increase of agricultural production; 

(ii) the creation of many economic and social services by the 

government; 

(iii) the requirements for industrialization. 

(i) Agricultural Production. Almost all the underdeveloped coun¬ 
tries are largely agricultural in nature. In India and other countries 
of South East Asia, the vast majority of the people are tied to the soil 
for at least two reasons, first, people must work on the land if they are 
to survive and, in the second place, there is very little scope for alter¬ 
native employment. Therefore, all the members of a peasant family 
huddle together on the small ancestral plot and jointly consume what¬ 
ever they produce. To initiate the process of economic development 
under such circumstances, two problems have to be solved. New and 
additional jobs have to be created through the development of indus¬ 
tries and non-agricultural pursuits so that the excess supply of agricul¬ 
tural labour is syphoned away from farming. A second, and probably 
a more important undertaking, would be to raise the development poten¬ 
tial of the agricultural sector. It is vitally necessary to introduce methods, 
techniques and programmes which will increase the productivity of the 
peasants who remain in the agricultiural sector. 

Production must be augmented, not only enough to provide a higher 
standard of living for the agriculturist, but also large enough to meet the 
food requirements and raw material requirements for the non-agricultural 
sectors of the economy. One procedure by which the productivity of 
labour in relation to land can be increased would be to introduce farm 
machinery. But in India, China and other underdeveloped countries 
the plots of land, which are cultivated, are in most cases not large enough 
to accommodate a draught animal, let alone mechanized equipment. 
In such cases before agricultural machinery is introduced, small holdings 
will have to be consolidated. This partly explains the recent Chinese 
decision to set up People’s Commimes, for fostering communal agri¬ 
culture together with small factories and collective welfare institutions, 
and accounts for the high hopes now placed on the Panchayat-based 
joint co-operative farms by the leaders of the National Congress, the 
party in power in India. 

Agricultural Rjesearch : Fruitfid results would be obtained in 
the irdticd stages of agricultural re-organisation and revitalisation if agri- 
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cultural experiment programmes are widely introduced in rural areas. 
More careful selection of seeds, crop rotation, disease-control techniques, 
and better cultivation methods can increase agricultural output by a 
significant amount. In order to utilize for agriculture the lessons learnt 
in experiment stations, it is more important for the government to 
impart agricultural education to the farmers with the help of well-trained 
agricultural extension cadres than to provide the peasants with expensive 
or elaborate farm equipments. Incidentally it may be noted here that 
in Peoples’ China irrigation works, better hand tools, improved sowing 
methods and fertilizers, broadened double-cropping, unprecedentedly 
cheap credit, and vastly enlarged transport and distribution facilities 
produced, during the initial years, a growth of productivity from 10 to 
25 per cent in difierent crops without any significant mechanization. 

It is quite true that the development of a system of comprehensive 
agricultural education and the establishment of government research 
cum experimental stations would mean that the state would have to 
spend a good deal of money over a long period of time. But this heavy 
expenditure is certainly productive because it would increase the out¬ 
put per acre in the long run. This point was fully emphasized by the 
United Nations’ recent publication dealing with “measures for the eco¬ 
nomic development of underdeveloped countries.’’ It has been estimated 
that by the use of many relatively simple methods of the type we have 
just indicated, agricultural yields can be increased by as much as 50 
per cent within twenty years or less. 

In India a very modest beginning was made during the British rule 
by the establishment of an Imperial Council of Agricultural Research 
after the report of the Royal Conunission on Agriculture was published 
in 1928. The Imperial Agricultural Research Institute at Pusa also did 
some valuable work in this connection. But the main defect during the 
British period was that there was no agency for reaching the results 
of experiments and research to the doors of the farmers. 

In course of India’s Five Year Plans, because of a marked emphasis 
on community development projects, joint co-operative farms and rural 
extension services, it may be possible to communicate to the majority 
of the farmers the results of agricultural experiments and research. 
India’s Second Five Year Plan provides about Rs. 14.15 crores for agri¬ 
cultural research and education. 

Tenancy Laws: In most underdeveloped countries, the system of 
farm tenancy is such that the peasant is thoroughly oppressed and ex¬ 
ploited by the landlord. In such cases it is absolutely necessary to pass 
legislation which would protect the tenant against the bullying tactics 



DIFFERENT ASPECTS OF ECONOMIC DEVELOPMENT 


17 


of the landlords and give him a secure tenure as long as he is exerting 
himself and efficiently cultivating the land. But there are cases >vhere 
simple tenancy legislations are not enough and more radical reforms 
are necessary. The landlord class has contrived in some of the back¬ 
ward areas to exploit the tenants so effectively that any increase in 
output goes to the land owners. As a result of this, the tenant farmers 
are discouraged from initiating improved techniques of cultivation and 
are consequently victims of .low productivity, low income and eternal 
poverty. Such was tlie case in India before independence and in China 
before liberation. 

In Peoples’ China radical land reforms were introduced before 
the process of rapid economic development was initiated by means of 
planning. During the British rule in India, the various tenancy legislations, 
which were introduced in different provinces for protecting the interests 
of the actual tillers of the soil, were partially rendered ineffective as 
these measures could do almost nothing for the vast multitude of land¬ 
less labourers and other types of intermediary cultivators. 

Moreover, tenancy legislations could not make a direct frontal 
attack on landlordism—a typical vested interest which was mainly res¬ 
ponsible for the increasing impoverishment of the actual tillers of the 
soil. Many Indian economists, including Dr. R. K. Mukherjee, pointed 
out during the British rule that mild measures like tenancy laws were 
not enough for removing the defects originating from irresponsible 
absentee landlordism. It was emphasized that the complete liquidation 
of parasitic landlords should be the first step in the direction of re¬ 
organisation and revitalisation of Indian agriculture. But unfortunately 
during the British rule no such radical reforms were undertaken. It was 
only after independence that the Government paid considerable atten¬ 
tion to this vital problem. Definite steps were taken and laws were enacted 
for the abolition of intermediary tenures, including the Zamindary Sys¬ 
tem, in Bihar, Orissa, West Bengal, Uttar Pradesh and Madhya Pradesh. 
(It should be noted here that the original institution of the Zamindar 
dates back to the end of the eighteenth century when hereditary proprie¬ 
tary rights were conferred on revenue collectors. These revenue collectors 
became owners of land on condition that they paid fixed amounts of 
rent directly to the government. They soon developed into a powerful 
class of landlords and in most cases also became the money lenders 
and bankers of the community.) 

For instance, the Uttar Pradesh Zamindari Abolition and Land 
Reforms Act (1951) has evolved a simple and uniform system of land 
tenure which combines the features of peasant proprietorship with the 

G:TFr~7. 
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development of self-governing village communities. But it appears from 
the policy declarations of the party in power that the future agrarian 
pattern, not only in U.P. but throughout India, will be that of co-opera¬ 
tive joint farming, in which the land will be pooled for joint cultivation, 
the farmers continuing to retain their properly rights and getting a share 
from the net produce in proportion to their land. Further, those who 
actually work on the land, whether they own the land or not, will get 
a share in proportion to the work put in.by them on joint farm. 

Rural Indebtedness; Land reform may not, in many cases, be 
enough for substantially increasing the output of agricultural products. 
In a poor backward country where the small farmer incurs excessive 
debts, it is necessary that the government should take steps to reduce 
the debt burden and provide easy credit facilities. Legislation, control¬ 
ling private lending, would be certainly helpful but would not be suffi¬ 
cient for wiping olT the problem of rural indebtedness. Extension of 
rural hanking facilities, creation of government sponsored agricultural 
credit institutions, and introduction of crop insurance system mnild do 
much towards the solving of the prohlem. The promotion of agricultural 
co-operatives through which peasants could get seeds, fertilizers and 
agricultural implements would certainly reduce the hardship of the 
peasants gasping under excessive debt burden. Marketing co-operatives 
would also be beneficial and they should be, therefore, sponsored by 
the governments of underdeveloped countries which are keen on pro¬ 
moting agricultural re-organisation and development as a first step to¬ 
wards industrialization. 

In India, with the commencement of development planning, an 
Integrated Rural Credit Scheme, with several-village co-operatives as 
its spear-heads, was announced. The several-village co-operatives were 
somewhat successful in the distribution of credit but, being bigger units, 
were not always free from official interference. Therefore, now the party 
in power is seriously considering the new proposal for spreading one- 
village co-operatives, based on the principle of “mutual help”, all over 
the country side. These one-village co-operatives are expected to pro¬ 
vide the base for the multi-purpose “service co-operatives” which within 
3 years should prepare the ground for the institution of joint co-operative 
farming. 

During British rule in India most of the cultivators were thoroughly 
oppressed by heavy debt burdens. The village money-lender in India 
made money out of money by capitalizing on the perpetual poverty 
of the peasant especially in dire emergencies. The Money-lenders Acts, 
which were passed by the provincial governments, and a few legislations 
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for the scaling dovv^n of debts only touched the surface of the problem 
of rural indebtedness. They did not penetrate into the roots of the dis¬ 
ease. Neither steps were taken for initialing an effective co-operative 
movement which would have benefited most of the Indian villages nor 
were thorough steps undertaken for the creation of special agricultural 
credit institutions and crop insurance systems. It is only after indepen¬ 
dence and specially since the commencement of the planning period 
in India that the Government have given serious thought and have taken 
effective steps for providing the agriculturists with better rural credit 
facilities and for introducing a comprehensive system of rural co-opera¬ 
tives. The Imperial Bank has been nationalized by the Indian Govern¬ 
ment and is now called the State Bank. One of the main tasks of the 
State Bank would be to provide rural credit facilities. During the First 
Five Year Plan period (1951-52 to 1955-56), the Reserve Bank had estab¬ 
lished the National Agricultural Credit Fund and the National Co¬ 
operative Development Fund. Moreover, co-operative farming occu¬ 
pies the most important role in the sphere of agricultural re-organisation 
in India’s Five Year Plans and the party in power is determined to im¬ 
plement a nation-wide programme of joint co-operative farming within 
a 3 year period. 

The measures which we have so far discussed for re-organising 
and revitalising agriculture in underdeveloped countries would revolu¬ 
tionize agriculture and would bring about a surplus of agricultural 
workers who are to be provided in the industries and in other types 
of economic activities. There is no doubt that an agricultural revolution^ 
taking place either in a planned or unplanned manner^ is the pre-condition 
of the process of industrialization. But for the sustenance of agricultural 
development and for initiating the process of industrialization, it is 
necessary to create “social capitals” such as railroads, communication 
systems, harbour facilities, irrigation projects and the development of 
electricity. Unless these “social capital” requirements are satisfied, indus¬ 
trial development will not be possible in underdeveloped countries. 
Therefore we now turn our attention to the problem of “social capital” 
requirements. 

(ii) Social Capital Requirements. By “social capital” requirements 
we mean fundamental social and economic services such as educational 
and health facilities, communication systems, electricity generating 
plants, etc. In most underdeveloped countries there is a lack of schools, 
hospitals, highways, research facilities and public utilities in general. 
Due to the absence of the above facilities, agricultural improvements 
are hampered and the industrialization process is indefinitely delayed. 
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All of the group of these facilities require specially heavy capital invest¬ 
ments and there is an initial barren period which has to be surmounted 
before profits can be earned from such investments. Investments in tran¬ 
sport^ irrigation and electricity are usually not undertaken by entrepre¬ 
neurs in underdeveloped countries because they do not satisfy the motive 
of the private investor who would like to have the maximum amount of 
immediate profit. But without a proper emphasis on social capital require¬ 
ments, the process of accelerated economic growth cannot be initiated. 
Therefore the question is: who will provide these facilities and from 
where the money will come? 

It is likely that in most of the backward countries all of the social 
capital will have to be provided by government before the process of 
industrialization starts. There are several reasons for this. Firstly, edu¬ 
cational facilities, irrigation and flood control projects, roads and high¬ 
ways, agricultural experiment programmes, hospitals, and other similar 
facilities must be provided by modern government whose main object 
should be to increase the welfare of the people. Most of the governments 
of underdeveloped countries are bent on increasing the well-being of 
the masses and if they want to transform the backward country into 
an expanding welfare state, they must provide for the nation the require¬ 
ments of essential social capital. 

Secondly, in addition to schools, hospitals and research centres^ 
the government should provide other facilities like warehouses, rail¬ 
roads and power plants, because these are the keys to the process of 
rapid economic development. These facilities have to be provided by 
the government of an underdeveloped country as private entrepreneurs 
lack adequate funds and sufficient zeal and enterprise for shouldering 
the burden of heavy investment which would meet the needs of social 
capital. Thirdly, investment conditions in most of the underdeveloped 
countries are not conducive to the flow of private foreign capital. 
Exchange controls and the risk of nationalization are serious bogeys 
to private foreign investments in underdeveloped countries. It should 
be remembered that a private foreign businessman would not invest 
in an underdeveloped country unless there appears to be good business 
prospects and sufficient government guarantee. Thus the government 
of a backward region should be prepared to engage in enterprises which 
would provide the basic needs for social capital requirements and also 
to assist private enterprises both directly and indirectly. 

Government may not have adequate reserve funds for financing 
heavy public expenditures on social capital but they have a better 
chance to borrow funds domestically or from abroad and even if this 
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docs not suffice they can print new notes and undertake a moderate 
dose of “deficit financing” in the initial “take off” period when daring 
tactics are sometimes essential for accelerating the process of economic 
growth. 

During British rule in India educational and health facilities, rail¬ 
roads, harbours and communication systems were developed mainly 
for the purposes of unification of territories and administrative conve¬ 
nience. Social capital requirements were never met for initiating a 
process of rapid economic development and for increasing the welfare 
and well-being of the masses. Since 1951-52 India has launched the 
Five Year Plans and initiated a process of rapid economic development. 
During the planning period adequate steps are being taken not only 
for the extension of educational, health and transport facilities but also 
for the rapid development of electric power and irrigation projects. 
This fulfilment of the need for basic social capital is giving rise to new 
investment opportunities over a wide area and is thus facilitating the 
process of industrialization of the Indian economy. 

(iii) Industrial Development. Even after agricultural output has 
been raised and the minimum social capital requirements have been 
provided, the process of industrialization would depend upon other 
important factors. 

Natural Resources: From this point of view, the availability 
of natural resources is of prime importance. An underdeveloped 
country, possessing sufficient amount of coal, oil, iron and other 
similar resources, is definitely in a more advantageous position than 
a country lacking these basic resources. India is certainly fortunate 
in having an adequate supply of these key resources. During the British 
regime, natural resources like coal, iron and oil were mined but not 
utilized for the purpose of a comprehensive industrialization pro¬ 
gramme. with special emphasis on heavy and key industries. Moreover, 
such precious and strategic minerals like mica, manganese ore, ilmenite 
(principal source of titanium used in the manufacture of paints) and 
monazite (from which comes thorium—the source of atomic energy) 
were mostly exported in raw condition by the British rulers. 

In the post-independence years, the Indian Government have effec¬ 
tively integrated their policy of systematic mineral development with the 
general programme of rapid economic development of the country. 
Under the First Five Year Plan, a quantitative and qualitative assess¬ 
ment of India’s reserves of important minerals were undertaken. 
Special research organisations like the National Metallurgical Labora¬ 
tory and the Fuel Research Institute were founded during the First 
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Plan period. During the Second Plan period, the Government of India 
would further intensify the programme of mineral development in India. 
The additional coal production, to meet the increased demand during 
the Second Plan, will mostly come from new collieries to be started 
in the public sector. For obtaining an increased supply of petroleum, 
the Government would continue the exploration of oil in joint colla¬ 
boration with the Standard Vacuum Oil Company in the West Bengal 
basin and with Assam Oil Company in the Assam area. During the 
period of the Five Year Plans adequate steps would be taken for the 
effective utilization of the strategic minerals for domestic purposes. 

Human Resources: In addition to natural resources, the process 
of industrialization also vitally depends on human resources. Industrializa¬ 
tion necessitates the development of natural resources which depends, in 
turn, upon the character of human productive resources. The more econo¬ 
mically backward are the people, the less developed will be the natural 
resources. On the other hand, a country which has a mechanically minded 
and alert labour force would be able to exploit most effectively its reserves 
of rich natural resources for the purposes of economic progress. In an 
under-developed country like India, though there are enough reserves of 
natural resources, yet these cannot be fully exploited within the 
shortest possible time because of an initial shortage of technicians 
and mining machineries. The solution, therefore, lies in setting up a 
large number of lechiiica! institutions which would ulliinateiy increase 
the supply of skilled personi\ci. In the meantime, arrangement should 
be made foi- bringing expert iechriiciar;s from foreign industrial coun¬ 
tries. Thai is why, India is trying to get tlie assistance of British, 
German and Russian technicians during the plan period for exploiting 
her mineral wealth and for developing the heavy and basic industries. 

In this connection, one important point should be emphasized. 
The socio-economic structure in India is even now markedly different 
from that of the industrialized countries of the West. Therefore, it will 
be vitally necessary to modify, adapt and rc-design western metliods 
and techniques if they are to suit our local conditions and are intended 
to generate a process of rapid economic development. The mere copy¬ 
ing of Western techniques w'ould not take us very far because it 
would lake a pretty long time before a large number of our raw labour 
force can be transformed into expert technicians. Special research on 
all levels should be undertaken by government sponsored institutions 
for modifying and “diluting” complex techniques and this would be 
of immense help specially at the initial stages of industrialization and 
economic development. An underdeveloped country like India should 
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Utilize all the available scientific and technical knowledgCy but work out 
her own specific techniques to fit her own values and conditions. 

The next problem is that of a growing population in an expanding 
economy. A high rate of population growth in an underdeveloped 
economy, which is trying to initiate a process of rapid economic deve¬ 
lopment, is bound to affect adversely the rate of economic progress 
and living standards of the people. This is precisely the problem of 
Indian economic development. 

India ranks second to China among the countries of the World in 
total population. The population, according to the 1951 census, was 
near about 357 million, excluding the population of Jammu-Kashmir 
and the tribal areas of Assam (when estimates for these areas are added 
the total is about 362 million). It was estimated by the Planning Commis¬ 
sion that the rate of growth of population over the decade 1951-60 (/.c., 
roughly between the First and Second Five Year Plan periods) would be 
12.5 per cent (/.c., a rate of growth of about 1.2 per cent a year). Therefore, 
it was expected that, by 1960-61 when our Second Five Year Plan would 
come to an end, the population would total 408 millions. Unfortunately, 
this predicted rate of population growth has proved to be an under¬ 
estimate: the planners had assumed a rate of growth of 1.2% a year but 
it now appears that the rate is nearer 2% than 1 %. This is really alarming 
and, in addition to a tremendous amount of developmental effort, an 
effective system of population planning becomes a vital necessity. 

A significant reduction in the birth rate by family planning or planned 
parenthood is extremely important for us. Family planning is also 
necessary for securing a better health for the mother and better care and 
upbringing of the children. The population planning policy, envisaged 
in India's First and Second Five Year Plans, shows that the Indian 
Government is conscious of this vital problem. During the First Plan 
period, the Indian Government initiated family planning at Govern¬ 
mental level. About Rs. 65 lakhs were spent under the First Five 
Year Plan for the implementation of family planning programmes. The 
financial allotment for family planning programmes, included under 
the Second Plan, is about Rs. 5 crores. 

Agriculture vs. Industry: If, in an agriculture-dominated 
underdeveloped country, the rate of growth of population is alarm¬ 
ingly high, then, not only it makes the process of economic develop¬ 
ment slow but continually raises the consumption of food grains by 
the agricultural families. For instance, it has been estimated that, in 
India, the annual addition to population would require 6 to 7 lakh tons 
of additional food grains per year. This would be a definite bogey to 
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the process of rapid industrialization because industrialization neces-‘ 
sitates the mopping up of surplus food grains from the agriculturists so 
that the urban workers can be fed. To solve this problem two things 
should be done. First, radical and effective steps should be taken for 
increasing agricultural productivity. Secondly, after the re-organisation 
and modernisation of agriculture, the surplus population has to be 
transferred to non-agricultural pursuits. 

But the process of moving people from agriculture to other occu¬ 
pations is not likely to be a very fast one in underdeveloped countries 
and if the rate of growth of population is at all high, the transference 
process would be seriously affected. Indian peasants are notoriously 
attached to the village environment and in most cases would not like 
to go to the towns for alternative employment. Usually higher money 
wages do not provide the necessary incentive. In such cases, better 
results would be obtained if these people are absorbed in household 
and cottage industries and in rural extension cum community develop¬ 
ment schemes. It is heartening to note that schemes are now being drafted 
which, when implemented, will tag the rural extension blocks with the 
joint co-operative farms. 

During the British rule almost nothing was done to reduce the 
pressure of population on land. But in post-independence years, 
specially during the plan period, the Indian Government have taken 
and are taking steps for bringing about institutional changes in agri¬ 
culture, for setting up cottage and village industries and for increasing 
the area under community development projects and co-operative farms. 
All these are being done for mitigating the tremendous pressure of 
population on land and for faeilitating the proeess of rapid economic 
progress. 

Heavy Industries; Economic growth is evolutionary in character 
and judicious planning is necessary for directing investment into 
channels where the maximum amount of success is likely to be achie¬ 
ved. Once the productivity of agriculture has been substantially raised 
and thorough institutional changes in agriculture have been accom¬ 
plished, it is of absolute importance to give primary attention to the 
development of heavy industries like the power group (coal and elec¬ 
tricity), steel and engineering, cement and heavy chemical. An inte¬ 
grated heavy industries programme, in which a group of related and 
co-ordinated industries provide each other with both the supply and 
the demand for their products, is an absolute necessity. In fact, it 
constitutes the hard “core” of any plan, designed to achieve accelerated 
economic growth. A marked emphasis on heavy industries would 
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initiate a process of rapid economic development and this is essential 
because a slow rate of economic growth and development on a modest 
scale tend to be eaten up by population increases. 

Moreover, the development of heavy industries would create a proper 
capital base which would sustain the process of rapid industrialization. 
The tools and equipments which would subsequently flow out of the 
developed heavy industries’ sector would immensely benefit the consumer 
goods industries in the long run. 

During the British rule, there was not sufficient development of 
basic heavy industries became that would have gone against the funda¬ 
mental principle of colonial rule. If a proper capital structure were 
created in India with the help of heavy industries, then, the tempo of 
industrial growth would have -been accelerated, resulting in a shrink¬ 
age of the market for British manufactured goods. But since planning 
began in India, the National Government have realised that growth of 
heavy industries is the vital factor in the process of rapid industriali¬ 
zation. This explains why, in India’s Second Five Year Plan, there is 
a special emphasis on heavy industries’ development. 

Financial Aspects 

Let us now give attention to the financial aspects of economic 
development that have to be faced by low-income, underdeveloped 
countries. This analysis can be divided into three parts:—(i) the need 
for capital, (ii) the sources of capital and (iii) balance of payments 
consideration. 

Capital Needs. The analysis which we have made so far shows 
that capital, required for promoting economic development, can be 
divided into three broad categories. First of all, capital would be needed 
for reorganisation and revitalisation of agriculture. Adequate funds 
must be found for the setting up of experimental agricultural stations 
which are to be tagged to the co-operative farms and for developing new 
and better methods of agricultural production. Moreover if a democratic, 
anti-communistic type of government uproots the landlords for bringing 
about a radical institutional change on the agricultural front, then funds 
would be necessary for paying adequate compensation to the landlords. 
In other words, in the initial phase of development, when the main 
task is to boost up agricultural productivity, a good deal of expenditure 
has to be incurred by the government in the agricultural sector. This was 
not the basic problem in British India because British rulers never tried 
to put Indian agriculture into a modern footing. But, after independence, 
India’s First Five Year Plan gave primary attention to the problem of 
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agricultural development, resulting in an expenditure of Rs. 354 crores 
during the Plan period. During the Second Five Year Plan period it is 
expected that Rs. 568 crores >vould be spent on agriculture and 
community development. 

The second need for funds arises out of what we have termed as 
social capital requirements. It is quite true that wc would not cons¬ 
truct in India high-cost bridges and super highways of the American 
type but even simple types of bridges, harbours and roads would 
require a good deal of money. For the setting up of most ordinary types 
of schools and hospital buildings, and for the establishment of irrigation 
projects and research centres on a modest scale, a substantial amount 
of funds would be required. 

Most underdeveloped economies are low-income countries. Agri¬ 
culture is the main occupation of the majority of the people but due 
to the adoption of oiil-moded techniques and because of excessive 
pressure of population on land, the productivity per head of the 
agricultural worker is alarmingly low. The bulk of the low income 
goes for satisfying the basic needs of life and, therefore, there is hardly 
any saving by the agriculturists. A srnaii minority of the population, 
comprising of industrialists, businessmen, land cum property owners 
and money-lenders undertake some amount of saving. But as the 
majority of the people cannot save, tl'is saving of the v/ealthy, who 
are themsehes a minority, is only a smail fraction of the national 
income. Thus in the low-income areas, dwG to paucity of saving, it 
is difhcult to provide funds for m.eeting the reeds of social capita!. 

In most cases, taxation and domestic borrowing would not suffice 
and, therefore, the government of an underdeveloped country, which 
has pledged itself to the task of developing essential categories of social 
capital, should try to secure loans from private foreign agencies and 
financial assistance from international organisations like the Interna¬ 
tional Bank for Reconstruction and Development. If this proves to be 
inadequate, a moderate dose of “deficit financing” may be attempted. 

If due to lack of funds, development of railroads, extension of 
telephone systems, expansion of hydro-electric power facilities and 
other basic services are postponed, the process of economic develop¬ 
ment would get jammed in the initial period and that would be very 
harmful for an underdeveloped economy. The British rulers were 
neither concerned so much with the achievement of maximum welfare 
of the Indian masses nor were they interested in initiating a quick 
process of economic development. Therefore except transport, they 
gave very little attention to other requirements of social capital.' As 
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we saw before, the development of transport was not motivated by a 
desire for facilitating the process of economic development of the 
country. Communication and transport systems were developed for 
unifying the vast stretch of territories. This unification was absolutely 

essential for the stability of the government and for running an effec¬ 

tive administrative system. In the post-independence years the govern¬ 
ment of India, by means of co-ordinated economic planning, are trying 
to provide basic social capital requirements and this policy is primarily 
motivated by welfare cum development objectives. 

Under the third category comes the funds that arc absolutely 
essential for the effective exploitation of natural resources and for the 

building up of basic heavy industries. Heavy industries require a 

substantial amount of capital investments. Can the development of 
these industries be financed by tapping the savings of the people of an 
underdeveloped country? As we saw before, the total volume of saving 
is very small and therefore even an effective mobilisation of this would 
not fully solve our problem. Thus it is essential that we persuade the 
inhabitants of the underdeveloped countries to save more during the 
initial period of industrialization when heavy industries arc established. 
But in most cases simple persuasions and ordinary inducements would 
not produce much results. So they must be compelled to save. 

Undisguised and direct methods of compulsion would not be 
tolerated by tlie people of an undcrdevcloned country having a demo¬ 
cratic government. Therefore it would be profitable to utilize a dis¬ 
guised, indirect lactic, namely, the generation of a mild dose of new 
inflation in the economy. This inflation would raise the price level of 
consumer goods in particular, so that people's expenditure on such 
goods is curtailed and “forced saving'’ is created in the economy. This 
“forced saving” should be mopped up by eiiective systems of taxation 
and domestic borrowing and should be used for accelerating the process 
of industrialization. It is necessary now to make a more detailed 
discussion of the main sources of funds which would be available for 
the process of rapid economic development. 

Sources of Finance for Economic Development 

Low Saving and Domestic Borrowing : As we already saw, in a 
low-income underdeveloped country, savings from the major segment 
of the population are either non-existent or abnormally low. As 
economic progress takes place, the productivity of labour would in¬ 
crease through improvements in agricultural techniques and establish¬ 
ment of new industries. A rise in productivity would increase the 
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worker’s income. The question is—^what would the worker do with 
this increase in income? Would he save or would he spend more on 
consumption for enjoying a better standard of living? In the case of 
the Indian farmer, a rise in income due to an increase in per capita 
productivity would most probably mean that he would try to pay off 
his debts, or be slightly more extravagant in ceremonies or try to have 
a more balanced and nutritious diet. This is because once he realises 
that he has come out of the subsistence orbit, the prospects of improv¬ 
ing his living standard are presented to him in a manner in which they 
were not previously presented. In most cases, it may change his out¬ 
look and increase his consumption at least in the initial stages. It 
seems that only in some few cases, the farmer will voluntarily spend 
his incremental income on better seeds, fertilizers and farm machi¬ 
neries. Therefore, it is most unlikely that an Indian farmer would 
undertake voluntary saving under ordinary circumstances. The Indian 
urban dweller or factory worker is also likely to utilize his incremental 
income for enjoying more comforts of life rather than becoming more 
thrifty. Moreover, he would desperately attempt to imitate the 
standard of living of others in the city who are slightly better off 
than he is. Therefore, here also the chances of additional voluntary 
saving during the process of development are slender. Now, if savings 
are low then, it is hardly possible for domestic borrowing to produce 
outstanding results. 

Taxation: There is however a small wealthy class, consisting 
mostly of property owners and landlords. In the initial process of 
development this class of people has to be squeezed as far as possible. 
The government^ by means of heavy land taxes and taxes on real estate 
(levied on urban land and buildings whose value rapidly rises during 
the process of industrialization, accompanied by urbanization and 
building construction at an accelerated rate), should syphon off the 
incomes of the property owners and landlords into the public treasury 
and utilize it for financing the social capital needs of the country. 
But the yield from land taxes is usually choked off in the face of 
radical land reform programme which tries to eliminate the landlord 
and introduce peasant-proprietorship or co-operative farming. This 
means that greater reliance should be placed on taxes falling on urban 
land, buildings and other forms of properties. 

The second source of domestic funds for development purposes 
is the government itself. Heavy land taxes and property taxes would 
bring in a good deal of revenue as long as landlordism exists. But with 
the extinction of the landlords, revenue from this source would sub- 
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stantially decline. Therefore, a way out of this impasse must be 
found. It seems that the surest and most obvious way of ensuring 
stability together with the provision of funds during the initial stages 
of the development process, when the economy is inherently infla¬ 
tionary, is to depend on a tax structure in which the taxes arc con¬ 
centrated on those whose command over resources is rising fastest. 
The fundamental principle of taxation in a developing economy is: 
tax the gainers, mop up their excess purchasing power without damaging 
the incentive requirements of the economy. Unfortunately, India’s First 
Five Year Plan did not bring about any radical changes in the technique 
of taxation. During the First Plan period the Government was content 
with collecting just about 7 per cent of the national income in the form 
of taxes. The Second Plan puts much greater emphasis on taxation as a 
source of development finance both for securing stability and ensuring 
a good supply of funds for the finance of public projects. 

Deficit Financing; If domestic borrowing and taxation are not 
enough, the government of underdeveloped countries should finance 
the public works programme, which meets the basic social capital needs, 
by printing new notes and initiating the undisguised process of deficit 
spending which is commonly known as “deficit financing”. Kept within 
limits, the undertaking of development projects and improvement 
schemes for the people, by means of deficit financing, would certainly 
be the best possible solution under the circumstances. The social capital 
facilities of the nation would be increased, the unemployed population 
would, be given gainful employment and there would be induced invest¬ 
ments in the private sector of the economy (because the government 
would buy all sorts of materials from private firms for the execution 
of development projects). It is most likely that, during the process of 
economic development, governments of underdeveloped countries will have 
to utilize the technique of deficit financing for meeting social capital require¬ 
ments and for implementing bold development programmes. Deficit financ¬ 
ing is occupying a crucial role in India’s Five Year Plans. The First 
Plan was a modest affair but even then about Rs. 532 crores of deficit 
financing was undertaken during the five-year period. The Second Plan, 
with its bold and ambitious programmes, would require Rs. 1,200 crores 
of deficit financing during the Plan period. Already, during the first 
3 years of the Second Plan, about Rs. 917 crores of deficit financing 
have been undertaken. 

Foreign Investment: Let us now turn the spotlight on foreign 
investment. In recent years most of the foreign private investment have 
entered those underdeveloped areas where returns from investments 
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were expected to be abnormally high. This explains why a large pro¬ 
portion of American capital has been directly invested in Latin America 
and the Middle East for the exploitation of petroleum resources. Jn 
a country like India, with exchange control and constant threat of nationa¬ 
lization of private enterprises, it is unlikely that a substantial volume 
of private foreign investment would lake place unless, special induce¬ 
ments are provided or a political alignment with a particular industria¬ 
lized nation is accomplished. 

There are, however, a few special agencies of linance which may 
be approached by underdeveloped countries during the process of indus¬ 
trialization. One such organisation is the International Bank for Recon¬ 
struction and Development which provides loans to the governments 
of backward countries for development purposes. The International 
Bank in recent years has provided substantial financial assistance to 
India and other underdeveloped countries of South East Asia. The 
Bank has also contributed significantly to the entire problem of eco¬ 
nomic development by conducting systematic surveys of development 
projects of underdeveloped countries. 

Recently, the International Bank has set up another financial insti¬ 
tution, known as the international Finance Corporation, one of whose 
purposes would be to provide financial assistance to the big private 
enterprises of underdeveloped countries. Under certain conditions, the 
Export-Import Bank of the U.S. Government also extends loans to 
private firms abroad. Additional funds have been made available to 
many underdeveloped countries on a grant basis by the U.S. Govern¬ 
ment as a part of its Economic Co-operation Administration Programme. 
India is also a recipient of this U.S. grant. 

Balanci: of Payments Considerations: The balance of payments 
indicates every type of payment which a country makes to foreign nations 
and also shows all types of receipts which a country gets from other na¬ 
tions. Therefore balance of payments would not only include payments or 
receipts for buying and selling goods merchandise items) but would 
also include every payment or receipt in respect of gifts, loans, interest 
charges, dividends, etc. and on account of shipping freights, insurance 
premiums, tourist expenses, etc. Let us now see why balance of payments 
difficulty payments exceeding receipts) would arise. 

The process of industrialization would require capital formation 
in an accelerated manner. The question is—what are the main sources 
for getting this capital? As regards physical capital, it is clear that the 
major part must be of domestic origin. The bricks, the masonries, timber, 
and the labour have to be locally supplied. Machinery, equipment, 
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and certain types of skilled personnel should come from abroad. It 
IS for the procurement of capital equipments and skilled technicians that 
an underdeveloped country would suffer from balance of payments diffi- 
culties in the initial stai^es^ when machinery and skilled personnel are 
almost locally unavailable. 

The second problem deals with the rate of capital absorption. 
Economic development takes place on a wide front. During the initial 
“take off” period, progresses on all fronts become simultaneously visible 
and this is more so, if the aim is to achieve accelerated economic growth 
in the shortest possible time. Therefore, foreign capital and the services 
of technical experts have to be utilized in a judicious manner so that 
different facets of the development programme get the attention they 
deserve. If too much money is borrowed from foreign countries or if 
substantial amount of machineries and technical skill comes from abroad, 
then, the problem of payments would certainly arise. If the underdeve¬ 
loped country, importing foreign capital, can sell more goods and ser¬ 
vices to the foreign nations, then total receipts, which it gets from abroad, 
would increase and if this continiie.s, receipts would ultimately balance 
payments. But in the initial stage of development, when there is a growing 
demand for domestic goods and services by the inhabitants of the ex¬ 
panding sectors of the economy, it would be very difliciilt to increase 
the volume of export so as to get more receipts from abroad. There¬ 
fore, if exports cannot be boosted up, receipts would not balance pay¬ 
ments and there would be the obvious balance of payments difficulty. 

India during the Second Plan period offers a typical example of 
an underdeveloped country suffering from growing strains on the balance 
of payments as a result of a sharp rise in investment expenditure. During 
the first two years of the Second Plan, an unprecedented rise in invest¬ 
ment expenditure created additional incomes which aggravated the 
demand for consumer goods. The increase in investment expenditure 
produced a diversion of resources to the capital goods sector and, it 
should be noted, that some of these dherted resources were previously 
employed in other sectors of the economy. The net results of this grow¬ 
ing demand for both capital and consumption goods were a new dose 
of inflation and a terrible strain on the balance of payments. Import 
demand increased as a result of direct purchases of foreign equipments 
required for new investment projects. In spite of controls, some amount 
of foreign consumer goods flowed into the economy via the loop-holes 
in the system and created additional pressure on the balance of pay¬ 
ments. Thus a large-scale, ambitious development Plan has produced a 
terrific strain on India’s balance of payments. 
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With the objective of accelerated growth in the initial stage of eco¬ 
nomic development and with the dependence on foreign capital and 
technical skill, some amount of balance of payments difficulties are 
bound to arise in an underdeveloped country. The best thing would, 
therefore, be to make a proper and adequate choice as regards imports 
of capital and technical skill. For many underdeveloped countries, it 
would be unwise to import gigantic earthmovers, huge power plants 
and other very expensive and bulky machineries. It would be more 
advantageous to avail of the services of foreign technicians and to buy 
simple equipments from abroad. It is always dangerous to attempt to 
run before one knows how to walk. Therefore, in the beginning of the 
process of economic development, it is necessary for a nation to make 
a careful selection of the foreign capital imported and to keep this import 
within limits so that baffling balance of payments problems are avoided. 



Chapter 3 


FUNDAMENTAL PROBLEMS OF 
UNDERDEVELOPED AREAS 


Organised Sector vs. Subsistence Sector 

As we saw in the previous chapter, the economic system of an under¬ 
developed country like India is made up of two distinct sectors. The first 
sector should be called—the organised sector or the capitalist sector. 
This organised sector, which is quite modern, occupies only a small seg¬ 
ment of the economy. It contains private or state owned enterprises. 
The few manufacturing industries would be found in this sector of the 
economy but in most cases they would be run by private entrepreneurs. 
Government model farms and privately owned plantation works may 
also be found in the organised sector of the economy. The subsistence 
sector, which occupies the rest of the economy, is much larger than the 
organised sector. In the subsistence sector, which is much more tradi¬ 
tional in outlook, we find small-scale family agriculture and various 
other types of unorganised economic activities connected with peddling, 
petty shop keeping, etc. Net saving within this subsistence sector is 
negligible, and their effective market demand for consumption commo¬ 
dities is very small. Yet, although these people are at the subsistence 
level, many do not want to migrate to other areas even if opportunities 
are present, nor do they have the funds to migrate. In short, there is 
little impetus within the inhabitants of the subsistence sector for signi¬ 
ficant economic improvement. 

The modem, organised or the capitalist sector is the main source 
of saving because income and wages per head are markedly higher in 
this sector rhan in the traditional, subsistence sector and because all 
of the limited number of organised industries are situated in this sector, 
their owners making substantial amount of profits. From higher income 
per head and from greater profits earned in the organised sector, the 
bulk of the saving takes place. In fact, this is the sector, in which most 
of the surplus is being generated, and therefore the accelerated process 
of economic growth can be easily initiated in an underdeveloped country 
from the expansion and development of this sector. 

The capitalist sector usually possesses the facilities of a modem 
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banking system. Moreover, in this sector, the entrepreneurs try to intro¬ 
duce new techniques and modern machineries for increasing the produc¬ 
tivity of a few organised industries which exist. Therefore, the rate 
of capital formation and the rate of technical progress are quite high 
in this sector. In other words, in an underdeveloped country this small 
organised sector, containing the potentials of economic growth, does 
not suffer from the symptoms of stagnation. Development and pro¬ 
gress take place in this sector but the returns of progress are pocketed 
by the few wealthy capitalists who control and regulate the sector. Thus 
the fruits of economic development are enjoyed by the capitalist class 
of this sector who reach greater heights of material prosperity and sub¬ 
stantially consolidate their position in the social hierarchy. 

The Subsistence Sector and “Disguised Unemployment” 

The subsistence sector has agriculture as its main occupation. 
Because of a growing population and non-availability of alternative 
occupations, there is tremendous pressure of population on land. Too 
many people try to get a livelihood out of agriculture. The problem 
becomes more acute because of small-scale family agricultural systems. 
All the members of the family work on the small ancestral plot. The 
newcomer, whether he is a distant relation or a newborn child, will 
ultimately start working on the same plot with other members of the 
family. The family members, who work on the family plot, are all self- 
employed people and it is a very difScult job to dis-employ a self-employed 
worker. But this crowd of people on a small plot of land are bringing 
their ruin. Just as too many cooks cannot improve the dinner, so too 
many men, working on a small plot, cannot substantially increase agri¬ 
cultural output. 

Let us suppose, for instance, that the family plot can be properly 
managed and cultivated with the given type of agricultural implements 
by seven persons. But if there are ten members in the family, all ten 
would work on the family plot and it is most unlikely that the three 
additional workers would add to the total agricultural output. More 
land or better method of cultivation with modern machineries would 
certainly have given rise to an increase in output because of the employ¬ 
ment of three extra workers. But with limited land and without any 
change in the method of cultivation, the employment of addition^ 
workers would bring almost no additional output. In other words, in 
this typical case, additional workers are poor substitutes for land and 
capital. The result is—more extra workers we put on the plot, the law 
of diminishing returns operates more vigorously. These additional 
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workers, who are really redundant or unnecessary from the point of 
view of cultivating the family plot, do not add to the total output but 
share with other members of the family, whatever is produced. Thus, 
the average output per member of the family is alarmingly low not only 
because of scarcity of land and out-moded technique of cultivation 
but due to the fact that the output resulting from the productive work 
of seven members has to be shared amongst seven productive plus three 
unproductive workers. This phenomenon of “apparent” employment 
without any addition to total output is usually referred as “disguised” 
or “concealed unemployment.” 

In short, disguised unemployment exists because the resources of 
the family, particularly land and agricultural equipments, are too small 
to keep all working members of the family fully employed throughout 
the year and because there exist no alternative opportunities for re> 
directing a portion of the excess labour supply away into other occu¬ 
pations at appropriate times. Quantitative measurement of this under¬ 
employment is difficult, and observers differ in their estimates of its 
extent. It is, however, interesting to note here that the United Nations 
Report on “Measures for the Economic Development of Under-deve¬ 
loped Countries” states that for many regions of India and Pakistan, 
parts of the Philippines, and Indonesia the surplus agricultural popu¬ 
lation is between 20 per cent and 25 per cent. 

Thus due to the existence of disguised unemployment, the per 
capita incomes of most of the inhabitants of the subsistence sector are 
unusually low and it is almost impossible to save out of this low income. 
The pedlars, the village shop keepers and other people, engaged in un¬ 
organised economic activity in the subsistence sector, cannot expect 
to earn much profit from brisk business because the farmers, with almost 
subsistence income, can hardly think of consuming anything else in 
addition to food and cloth. Thus this large segment of the economy, 
which we have called the subsistence sector, is almost in a stagnant 
condition. Unless the subsistence sector is “dynamised” the expansion 
of the organised sector will not be possible. The large number of people 
living in the subsistence sector, should earn more, save more, and buy 
more, and then only the process of industrialization in the organised 
sector will be strengthened. 

The Two Sector Economy—Case of British India 

The Indian economy during the British rule had two fairly distinct 
sectors. There was the organised modem sector consisting of the export 
business in food and raw materials and the importation of mamifac- 
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tured goods; a modern banking system and a modern transportation 
system; mines and plantations; and a small amount of “modem indus¬ 
try”—mostly cotton textile and jute. The traditional subsistence sector 
was composed of handicrafts and cottage industries, agricultural pro¬ 
duction at the local level (other than plantations) and the handling of 
food crops consumed at home. The modern sector was financed by the 
managing agents and the modern banks; whereas the traditional sector 
obtained its finance from the so-called indigenous banks and money¬ 
lenders. The large traditional sector was controlled mainly by Indians, 
while the small modern sector was largely dominated by the British. 
The disequilibrium between the small, modern, organised sector and 
the large, traditional, subsistence sector was most prominent in British 
India. The magnitude of the discrepancy between the rates of growth of 
the two sectors reached alarming proportions during the British regime. 
But almost nothing was done for reducing this disequilibrium. In the 
post-independence years, by means of effective economic planning, the 
Indian government is trying to uplift the lagging, subsistence sector, 
and is simultaneously undertaking a quick process of industrial expan¬ 
sion in the organised sector. 

In the pre-independence years, the Indian subsistence sector pre¬ 
sented a most shocking scene. With oppressing landlords and money¬ 
lenders, with inadequate assistance from the state and with hardly any 
radical measures for the re-organisation and rejuvenation of agriculture, 
most of the inhabitants of the subsistence sector were living from hand 
to mouth. Moreover, being under foreign domination, the people of 
the subsistence sector viewed life in an extremely callous manner so 
that it was very difficult to kindle new hopes and enthusiasm in their 
hearts. On the other hand, the organised sector contained less than half 
a dozen industries which were established mostly by British managing 
agents to serve their own interests. Most of these industries were con¬ 
centrated around Calcutta and Bombay, thus rendering those areas 
in some respects overdeveloped. The two provinces of Bengal and Bombay, 
although containing roughly one-quarter of the population of British 
India, had 66.8 per cent of all workers engaged in large-scale industrial 
establishments (1938-1939). 

In fact, the development of modern industries in India commenced 
with the British plantation industries like tea, coffee and jute. Large 
profits were reaped from these industries, part of which was sent to 
Great Britain and the remaining portion was reinvested in the plan¬ 
tation industries themselves. Thus during the British regime, there was 
an unusual growth of plantation industries and that is why we get a 
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lopsided picture of industrial growth even in the small segment which 
we have called the organised sector. 

It is true that the two world wars and the adoption of a policy of 
discriminating protection {i.e., a sort of a selective government protec¬ 
tion given to a special type of indigenous industry for accelerating its 
development) helped towards the establishment of the cotton textile 
industry, iron and steel industry, sugar industry, cement industry, paper 
and match industries in India. But the tempo of development of other 
industries, except cotton textile and iron and steel, was definitely slower 
than the rate of expansion of plantation industries. The cotton textile 
industry developed more swiftly because of discriminating protection 
policy and because there was a great demand amongst the low income 
inhabitants of the subsistence sector for cheap mill cloth. The iron and 
steel industry grew in a marked manner because of the easy availability 
of iron ore and coal and because of the demand for iron and steel for 
the construction of houses, factory premises, bridges, railways, har¬ 
bours, etc. 

The remarkable growth of the plantation industries, the textile 
industry and the iron and steel industry brought immense profit to the 
British investors and the few enterprising Indian entrepreneurs but 
these profits were scarcely utilized for the expansion and development 
of the lagging, subsistence sector of the economy. Thus, the initial dis¬ 
equilibrium between the subsistence sector and the organised sector be¬ 
came chronic and persistent and the net result was that, India continued 
to remain at a low level of economic development throughout the British 
rule. 

Possibilities of Initiating a Virtuous Process of Rapid Growfli 

As we have already seen, disguised unemployment is the most 
prominent characteristic of the subsistence sector of a lagging under¬ 
developed economy. In the small-scale family farms, the unproductive, 
disguised unemployed persons have to be fed from the total agricul¬ 
tural output of the family. It is as if the productive workers (who are 
really responsible for the total output) are undergoing sacrifice, cur¬ 
tailing their consumption and keeping aside a part of the total product 
for their unproductive brethren. In other words, the productive workers 
“save” a portion of their real income (i.e., the agricultural output which 
they have produced) so as to maintain the unproductive, disguised unem¬ 
ployed persons in the family. Professor Nurkse has termed the produc¬ 
tive worker's saving for supporting their unproductive relations as the 
“saving potential” of the subsistence sector. 



38 


INDIAN ECONOMY—ITS NATURE AND PROBLEMS 


In Spite of the “saving potential” the subsistence sector (which 
is the major segment of an underdeveloped economy) is surrounded 
by a “vicious circle of poverty”. Low incomes of inhabitants of the 
subsistence sector mean that they would put up less effective demand 
for the goods produced in the organised sector and because of this, 
capital formation in an accelerated manner and consequent expansion 
of the economy are hardly possible. If the organised sector does not 
sufficiently expand, the surplus population in agriculture (whom we 
have called the disguised unemployed) cannot be shifted from agricul¬ 
ture to other occupations. But for the development of industries in 
the organised sector, it is essential to procure more food and raw mate¬ 
rials from the subsistence-agricultural-sector. As long as the rate of 
growth of population is high, the army of disguised unemployed will 
be continuously reinforced, because the newcomers will huddle toge¬ 
ther with the older members on the family plot and the average produc¬ 
tivity will continuously fall. If this process is allowed to continue then 
a vicious circle of poverty will develop in the subsistence sector, causing 
thereby a general retardation of the process of economic development. 

The obvious question that now arises is: why not make these un¬ 
productive consumers (whom we have called the disguised unemployed) 
work in output producing activities? To put it in another way— why 
not utilize the “saving potential” of the subsistence sector for further 
expansion of the organised sector! This question originally arose in the 
mind of Professor Nurkse. Knowing full well that, most of the disguised 
unemployed persons of peasant families have peculiar attachment to 
rural life, Nurkse suggested that they should not be dragged to urban 
factories at least in the initial stages, because they would not stick there 
for long. Instead, they should be drawn off the land and put to work 
on simple capital projects, such as, dam building, road building, canal 
construction and irrigation works and their consumption needs have 
to be met by means of a process of effective mobilization of the “saving 
potential” of their productive brethren. Most of these capital projects 
should be either within or near the subsistence sector itself so that they 
could play a distinct role in the dynamising process of the subsistence 
sector during the period of accelerated growth. 

Basically, Nurkse’s solution is perfectly all right. Nurkse is not 
only keen on making the fullest mobilization of goods previously un- 
productively consumed by disguised unemployed persons but is bent 
on utilizing these goods for productive consumption. In other words, 
his formula for solving the problem of disguised unemployment is one 
of effective redistribution of output as between productive consump- 
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tion {i.e., the consumption of the disguised unemployed person when 
he is shifted to some productive occupation) and unprodtictive con¬ 
sumption (/.e., the consumption of a disguised unemployed person when 
he is in the family farm). But even this process of effective redistribu¬ 
tion of output will not completely solve the problem of disguised unem¬ 
ployment if, to begin with, there is a deficiency of consumption goods 
output. This is because a re-distribution of an inadequate volume of 
consumption goods output as between productive and unproductive 
consumption will certainly prove to be insufficient for meeting the con¬ 
sumption requirements of all the disguised unemployed persons when 
they are transferred to productive jobs elsewhere in the economy. 

Recently an extension of Nurkse’s solution has been presented by 
Professor Vakil and Dr. Brahmanand. They have visualised a much 
more optimistic picture than Professor Nurkse and have tried to clear 
up some of the obscurities involved in Nurkse’s straight-cut solution. 
They consider that a very effective use can be made of the ‘saving 
potential’ of the subsistence sector by profitably utilizing the disguised 
unemployed in productive occupations in the organised sector, pro¬ 
vided there is an initial supply of essential consumption goods for the 
first batch of workers. But if, sufficient consumption goods are not 
produced in the initial stage of the process of economic development, 
then it would be difficult, in the first instance, to employ the large 
number of disguised unemployed in productive occupations in the orga¬ 
nised sector. It is also visualized that if the first batch of disgtiised un¬ 
employed, transferred from land, is small, it may not be possible to 
generate an effective virtuous process for neutralizing the vicious circle 
of poverty. 

Let us pose this problem in a still simpler way. In spite of “saving 
potential’’ existing in the subsistence sector, there is a fundamental 
obstacle in initiating a virtuous process of expansion in the organised 
sector. The consumption of the disguised unemployed {i.e., when we 
are considering an unproductive worker, working in the family farm in 
the subsistence sector) is obviously less than what is necessary for the 
same person when he becomes a productive worker and works efficiently 
in the organised sector. In other words, for every disguised unemployed 
worker, who is to be transferred to a productive job in the organised sector, 
a consumption goods gap (showing the difference between the old consump¬ 
tion level and the new consumption level) exists. This is not unnatural 
because, when in the family farm, the disguised unemployed person 
in most cases was quite satisfied with a pair of coarse cloth and two 
square meals per day. But after coming to the organised sector, and 
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earning for the first tune an income, he would not only like to buy a 
greater quantity and a better variety of food and cloth but also, in some 
cases, he would like to possess other types of consumption goods. This 
would create the so called “consumption goods gap”. Therefore unless 
and until this consumption goods gap is bridged, the disguised unemployed 
cannot be put to work in the organised sector. This is surely an improve¬ 
ment over Nurkse’s clear-cut but over-simplified formula that all that 
is required for the removal of the disguised unemployed persons is an 
efiective redistribution of the consumption goods output, which consti¬ 
tute the “saving potential” of the subsistence sector, as between pro¬ 
ductive and unproductive consumption. Vakil and Brahmanand’s empha¬ 
sis on the possibility of a consumption goods gap puts the spotlight on 
the shortfall in resources during the process of transference of the dis¬ 
guised unemployed. It explains why this transfer cannot be a self-feeding 
process in spite of an effective redistribution of output. 

Let us suppose that the consumption goods necessary for one 
worker are somehow made available. With this, it would be possible 
to employ one person from amongst the disguised unemployed. This 
would release consumption goods that he was so far consuming. Assum¬ 
ing that the consumption of a worker in the organised sector is twice 
that of a disguised unemployed, it would be possible now, with the 
help of the released consumption goods, to provide for the additional 
consumption necessary for employing another disguised unemployed. 
Thus, if initially we can make arrangement for the consumption of one 
worker, then, it would be possible to give employment not merely to one 
person but to two persons. This means that the total increase in employ¬ 
ment is a multiple of the initial increase in employment. This relation^ 
ship between the initial employment and the final employment is shown 
by the “consumption goods multiplier'’. Thus if we can provide the neces¬ 
sary consumption goods required by one worker, then, this increase 
in consumption goods would enable the subsistence sector of an under¬ 
developed economy to release potentially enough consumption goods 
to employ finally not one but two persons. The consumption goods 
multiplier here is two and is defined as the inverse of the difference be¬ 
tween the consumption of a worker, and that of the disguised unemployed, 
divided by the consumption of the worker. 

Let us now analyse the concept of the consumption goods multi¬ 
plier in a simple but realistic manner. Let us assume that the disguised 
unemployed when he was an unproductive worker, consumed one unit 
of consumption goods (which comprised of a minimum amount of 
food and doth) and that when he shifts to the organised sector as a 
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productive worker he needs two units (previous one unit consisting of 
minimum food and cloth plus one unit of additional food and cloth 
which would enable him to work efficiently and enthusiastically in the 
new situation). If initially, we provide two units of consumption goods 
(one unit of minimum food and cloth plus one unit of extra food and 
cloth), then, it may be possible to transfer a disguised unemployed from 
the subsistence sector to the organised sector. 

If we can further assume that before the disguised unemployed 
person leaves the family farm for his new job in the organised sector, 
he packs up in his satchel the one unit of consumption goods (i.e., the 
minimum food and cloth which he got while he was in the family), it 
would be evident that when he is employed with two units of newly 
supplied consumption goods, he would be in a position to hand over 
to the authorities the one unit of consumption goods which he brought 
with him in his satchel. Keeping aside this one unit of consumption 
goods, we can now invite another disguised unemployed to come to 
the organised sector, but he should also bring in his satchel the one 
unit of consumption goods which he used to consume while he was 
an unproductive worker in the family farm. Now, he brings one unit 
and we already have kept for him one unit, so that two units of con¬ 
sumption goods are ready and, therefore, there will be no difficulty in 
employing him in the organised sector. 

Put in terms of technical jargon all this means that after initially 
providing a substantial amount of consumption goods, it would be neces¬ 
sary to tap by means of an efficient taxation system or a system of com¬ 
pulsory levy the saving potential of the subsistence sector if we are 
to employ a large number of disguised unemployed persons in the organised 
sector. Viewed in this way the consumption goods multiplier certainly 
becomes a high sounding concept which like Aladin’s magic lamp changes 
a vicious and gloomy circle of poverty into a virtuous process of expan¬ 
sion and prosperity. But if we look at it from a slightly different angle, 
the consumption goods multiplier loses all its glamour and becomes 
a commonsense proposition in terms of the basic idea that the magni¬ 
tude of the multiplier directly depends on the effective release of surpluses 
from the agriculture-dominated subsistence sector. 

Instead of formulating the concept of the consumption goods multi¬ 
plier for demonstrating how a virtuous process of expansion can be 
initiated in an underdeveloped economy (provided the ‘saving potential’ 
of the subsistence sector was effectively mopped and the consumption 
goods gap was initially bridged) we could have put the whole thing 
in terms of a simple proposition. The commonsense proposition would 
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be; if we can cover up the consiunption goods gap per disguisedunem* 
ployed (by meeting his requirements for additional consumption goods, 
when he is efficiently employed in the organised sector) then it is most 
likely that he would stick to the organised sector. From this it follows 
that all the disguised unemployed could be put to work in the organised 
sector, if it is possible to bridge up the consumption goods gap of each 
person and if it is feasible to tap that part of the ‘saving potential* of 
the family which was previously used for providing for his consumption. 

From this simple proposition it would be evident that there are 
two main hurdles which have to be skipped before it is possible to initiate 
a virtuous process by means of the consumption goods multiplier. Firstly, 
initial shortage of consumption goods has to be appreciably bridged before 
the process of expansion is generated in an underdeveloped economy. 
But here the difficulty is that if the limited resources of an 
underdeveloped country are utilized for the purpose of producing more 
consumption goods and if proper attention is not paid to the building 
up of heavy industry, then it is obvious that after some time the con¬ 
sumption goods industry would stagnate because of lack of new machi¬ 
neries. 

That is why the Indian Planning Commission is utilizing the major por¬ 
tion of its limited resources for building up heavy industry which would 
provide sustenance to the future development programmes for the con¬ 
sumption goods industry. Because of the shortfall in resources the Plan¬ 
ning Commission has decided to increase the supply of essential con¬ 
sumption goods in the initial stage with the help of household and 
cottage industries. The consumption requirements of the disguised un¬ 
employed, who would be put to work in irrigation works, dam build¬ 
ing and road building activities, are expected to be met from the increased 
supply flowing out of the cottage and household industries. Moreover, 
most of the simple capital projects in India and also the community 
development projects, where the disguised unemployed are expected to 
be profitably employed, are usually situated close to the family farms 
to which they previously belonged. Therefore, it might be possible for 
these workers to procure easily from the fanoily farm the minimum amount 
of food and cloth which previously belonged to their share. This point 
takes us to the discussion of the second hurdle. 

The process of tapping the ‘saving potential' becomes more difficult 
if the disguised unemployed are put to work in factories in the organised 
sector, lying far away from the family farms. This is because when em¬ 
ployed in distant places, the disguised unemployed would be regarded 
by their relatives as absentee members and in most cases those who 
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are left behind in the family farms would consider themselves free from 
any obligation for the maintenance of their previously unproductive 
brethren and would naturally increase their own consumption. This 
would mean that the ‘saving potential/ which is the fundamental source 
of initiating the virtuous process of expansion, would be gradually re¬ 
duced. Unless we can introduce a system of rigid taxation or a compul¬ 
sory levy, it would not be possible to mobilize the ‘saving potential’ 
intact. But in a democratic country like India, such oppressive proce¬ 
dures may not be tolerated by the rural folks. 

Therefore, no useful purpose would be served by transferring most 
of the disguised unemployed from family farms to far away factories 
in the organised sector. That is why India’s Five Year Plans endeavour 
to absorb most of the disguised unemployed in simple construction 
projects, community development projects and in cottage industries 
which are, in most cases, quite close to the family farms of the sub¬ 
sistence sector. Moreover, it is often very difficult to induce a disguised 
unemployed to leave the rural environment to which he is accustomed 
and to adapt himself to the factory life of the organised sector. Wage 
incentives may not prove adequate in this situation. 

Remembering this difficulty, the Indian Planning Commission has 
approached the problem of disguised unemployment in the most realistic 
manner. By establishing community development projects and simple 
construction projects, either in the villages themselves or in the border 
land lying between urban and rural areas, and by expanding the pro¬ 
ductive capacities of the village cottage industries, Indian planners ex¬ 
pect to provide gradually suitable employment opportunities to the 
disguised unemployed. This is, of course, a modest approach but it 
is perhaps better than the approach which lies at the root of the concept 
of the consumption goods multiplier. It is better because it takes a rea¬ 
listic view of the problem and recognises that it would be a tough job 
to transfer swiftly the vast army of disguised unemployed to remote 
jobs in the organised sector. We are extremely lucky that our Planning 
Commission has fully appreciated the psychology of the rural people 
in the course of formulating development programmes for their better¬ 
ment and upliftment. 

SELECTED REFERENCES 

Lewis, W. A. The Theory of Economic Growth. London: Allen 6l Unwin, 1955. 
Nurkse, Ragnar. Problems of Capital Formation in Underdeveloped Countries. Oxford: 

Blackwell, 1953. 

Clark, Colin. The Conditions of Economic Progress. (3rd ed.). New York: The Mac¬ 
millan Co., 1957. 



44 


INDIAN ECONOMY’-ITS NATURE AND PROBLEMS 


Hoselitz, B. F. (ed.). The Progress of Underdeveloped Areas. Chicago: University 
of Chicago Press, 1952. 

United Nations. Measures for the Economic Development of Underdeveloped Countries. 
New York: 1951. 

Datta, B. The Economics of Industrialisation. (2nd ed.). Calcutta: The World Press, 
1957. 

Ghosh, A. New Horizons in Planning. (2nd ed.). Calcutta: The World Press, 1959. 

Frankel, S. H. The Economic Impact on Under-developed Societies. Oxford: Black- 
well, 1953. 

Datta, A. Essays on Economic Development. Calcutta: Bookland, 1957. 

Vakil, C. N. and Brahmanand, P. R. Planning for an Expanding Economy. Bombay: 
Vora & Co., 1956. 

Buchanan, N. S. and Ellis, H. S. Approaches to Economic Development. New York; 
The Twentieth Century Fund, 1955. 

Myrdal, Gunnar. Economic Theory and Under-developed Regions. London: Gerald 
Duckworth Co., 1957. 

Kuzncts, S., Moore, W. E., and Spengler, J. J. (ed.). Economic Growth: Brazil, India, 
Japan. Durham, N. C.: Duke University Press, 1955. 

Bonne, Alfred. Studies in Economic Development. London: Routledge & Kegan 
Paul, 1957. 

Meier, G. M. and Baldwin, R. E. Economic Development. New York: John Wiley, 
1957. 

Agarwala, A. N. and Singh, S. P. (ed.). The Economics of Underdevelopment. Bombay: 
Oxford University Press, 1958. 

Rangnekar, D. K. Poverty and Capital Development in India. London: Oxford Uni¬ 
versity Press, 1958. 

Leibenstein, H. A Theory of Economic—Demographic Development. Princeton: Prin¬ 
ceton University Press, 1954. 

Bauer, P. T. and Yamey, B. S. The Economics of Under-developed Countries. London: 
James Nisbet & Co., 1957. 

Kindleberger, C. P. Economic Development. New York: McGraw-Hill, 1958. 

Leibenstein, H. Economic Backwardness and Economic Growth. New York : John 
Wiley, 1957. 



APPENDIX TO PART I 

A. Indicators of Economic Development : A Comparative Study 


Table 1.1 

Real Per Capita Income at Constant Prices 


United 

Year Indiat IsraelJ Turkey^ Burma* Kingdom* U.S.A.f Canadat§ 


1938 



87 

1939 




1946 




1947 




1948 

93 


89 

1949 

94 


79 

1950 

93 

94 

90 

1951 

94 

106 

100 

1952 

97 

92 

— 

1953 

100 

100 





58 

56 



63 

59 


87 

86 

87 

81 

86 

84 

86 

94 

88 

87 

87 

84 

91 

. 84 

88 

79 

93 

91 

91 

89 

96 

95 

95 

92 

96 

97 

98 

100 

100 

100 

100 


1954 


104 104 96 94 


Source: Statistical Yearbook^ 1955, U.N. 

* Per capita gross domestic product at market prices, 
t Per capita gross national product at market prices. 
X Per capita national income. 

§ Beginning 1949, including Newfoundland. 


Table 1.2 

Percentage of Net Domestic Product Contributed by Manufacturings 
1938, 1939 and 1949-52 


Country 1938 1939 1949 1950 1951 1952 

Low Income Countries: 

Egypt .. — 8.0 — 11.0 — — 

India* .. — — 15.9 15.3 — — 

Israelt • • — — — 24.3 — — 

Japan 24.1 — 26.9 25.7 25.6 22.8 

Philippines — — 11.6 12.0 13.5 13.5 

Thailand .. 9.9 — 11.5 12.7 — — 

Turkey 11.6 — 11.2 10.0 — — 

High Income Countries: 

Canada .. 24.0 — 29.2 29.9 29.4 29.2 

United Kingdom}; — — 35.7 36.2 36.9 35.8 

U.S.A.§ 22.4 24.8 29.3 31.2 32.0 31.1 

Source: Processes and Problems of Industrialization in Underdeveloped Coun- 
triess 1955, U.N., p. 105. 

* Including construction, 
t Including mining and public utilities. 
t Before stock valuation adjustment. 

§ The figures on which the percentages are based do not include profits 
on public enteiprises. 
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B. Selected Indicators of Economic Activity in British India 
Table 1.3 

Indians Foreign Trade in Commodities 
(in millions of rupees) 


Years 

1900—1901 1 

1904—1905 J 

•• 

•• 

Inports 

836.2 

Exports 

1310.1 

1910—1911 1 

1913—1914 J 


•• 

1530.5 

2283.0 

1919—1920 1 
1923—1924 J 


•• 

2540.4 

2863.4 

1935—1936 1 
1239—1940 J 



1502.2 

1808.5 


Source: H. Vcnkatasubbiah, The Foreign Trade of India, 1900-1940. 


Table 1.4 

British Investment in India and Ceylon, 1909-1910 


£ 

Government bonds .. .. .. ., 178,995,000 

Railways .. 136,519,000 

Tea and coffee plantations .. 19,644,000 

Rubber 4,610,000 

Mines 3,531,000 

Banks 3,400,000 

Commercial and industrial 2,647,000 

Miscellaneous municipal bonds, tramways, telegraph and tele¬ 
phone, gas and water, electric light and power .. 16,053,000 

Total £ 365,399,000 


Source: Sir George Paish, "'Great Britain’s Capital Investments in Individual 
Colonies and Foreign Countries”, Journal of the Royal Statistical Society, Vol. 74, 
1910-1911. 
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Table l.S 

Large Industrial Establishments in British India 

(average number of employees, 20 or more) 
(1935) 


Kind of Establishment 


Textiles, primarDy cotton and jute 
Food, drink and tobacco 
Engineering, primarily railway workshops .. 
Gins and presses 

Tile, brick, glass factories and saw mills 
Chemicals 

Minerals and metals, primarily iron and steel 
mills 

Paper and printing 

Tanneries and shoe & leather manufacture 
Miscellaneous 


Total 

Source: Adapted from tables appearing in 
(1935-36). 


Number 

Persons 

employed 

Percentage 

753 

827,441 

44.95 

2,957 

257.584 

13.99 

888 

220,587 

11.98 

2,729 

216,233 

11.74 

532 

87,066 

4.72 

514 

64,539 

3.50 

144 

58,159 

3.05 

454 

48,622 

2.64 

68 

10,276 

.55 

222 

52,285 

2.84 

9,261 

1,840,792 

100.00 


Statistical Abstract for British India 


Table 1.6 

Indian Land UsCy 1936-1939 
(millions of acres) 


Total area surveyed .. ,. .. .. .. 660 

Not available for cultivation .. 121 

Forest areas .. .. .. .. 88 

Available for cultivation .. .. .. .. 451 

Uncultivated .. 112* 

Fallow .. .. .. .. .. 59 

Sown once a year .. 244 

Sown twice a year .. .. 36 


Source: C. N. Vakil, The Economic Consequences of Divided India. 
*Susceptible to cultivation if cleared, restored, irrigated, etc. 


Table 1.7 

Estimates of Under-utilization of Rural Labour in British India^ 1940-41 



Number of Male 


Estimated 

Indian Provinces 

Agriculturists 

Males per sq. km. 

Percentage 


(millions) 

of Cultivated area 

Utilisation 




of Labour 

Bengal 

11.1 

61 

60 

United Provinces 

12.4 

53 

59 

Punjab 

4.25 

22 

50 

Bihar and Orissa 

9.5 

49 

not above 




67 

Bombay Province 

3.1 

16 

83 


Source: All-India Congress Committee, Agrarian Reforms Sub-Committee 
Report, 1949. 











PART II 

Planning and the Indian Economy 

Chapter 4 FUNDAMENTALS OF PLANNING 

It was Prof. Robbins who remarked: “Strictly speaking all econo¬ 
mic life involves planning.To plan is to act with a purpose, to 

choose, and choice is the essence of economic activity.” From this it 
would appear that any economic activity done with a definite objective 
requires some sort of planning. This is however a rather broad defini¬ 
tion of planning. To most students of economics, planning would imply 
a process of conscious and deliberate centralized control for transform¬ 
ing the social structure and utilizing the natural resources in order to 
fulfil certain predetermined ends. The main task of the planning body 
is to discover the most economical means of attaining the objectives 
of a plan. The planning authority should make it a point to see that in 
each sector of the planned economy, the target level of output is attained 
in the most economical manner. 

Meaning of Planning 

The mechanics of planning can be best appreciated if we visualize 
the planners as the people who prepare a blue print for future pros¬ 
perity and endeavour to give a concrete shape to it. While drawing up 
the blue print, the planning authority should take into account the 
level of existing economic development of the country and reconcile 
competing demands of various productive sectors with available re¬ 
sources so that the nation’s resources are utilized in the best possible 
manner. Thus economic planning is a conscious and carefully, thought 
out process^ initiated by the state, for estimating the potential wealth 
of the country and for utilizing the available resources as efficiently as 
possible with a view to fulfil some definite long term objective. In other 
words, the object of economic planning is to use the national resources 
in the best interest of the nation as a whole. How this should be done 
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must depend upon the economic circumstances of the country, its stage 
of economic development, its social structure and its methods of govern¬ 
ment. 

Communistic vs. Democratic Planning 

Soviet Russia, which is the pioneer in the field of planning, under¬ 
took a rigid totalitarian type of planning known as “communistic 
planning”. Desperate efforts were made to “socialize” the economy of 
Soviet Russia and during this process, private enterprises and free market 
mechanisms were systematically crushed. Soviet planners were more 
concerned with quick and spectacular development of heavy industries 
as a result of which the consumer goods industries were neglected, causing 
thereby privation and misery to the Russian people. Their constant 
preoccupation with day-to-day achievements and the unending and 
frantic struggles to make the plan work at all costs necessarily gave rise 
to ruthlessness and regimentation of life. 

In contrast to rigid communistic type of planning we have demo¬ 
cratic planning. There are two types of democratic planning. Mild type 
of democratic planning was introduced for combating the great depres¬ 
sion of the thirties in the U.S.A. and for reconstructing the British 
economy in the post second world war period. In both the U.S.A. and 
the U.K. planning took the form of conscious rearrangement of 
economic relations wliich supplemented the “self-regulating automatic 
system”, based on free competition and private enterprise. This type 
of democratic planning improves the conditions of the people without 
causing any acute social complications or public discontent. The 
second type of democratic planning is more centralized, more integrated 
and more thorough than the first. It strikes a mean between the technique 
of rigid, oppressive, communistic planning and the method of welfare- 
motivated mild type of democratic planning and is perhaps most 
suitable for the democratic government of an under-developed country 
which takes responsibility for economic development. Adoption of this 
technique would mean that the state would have to see to it that 
there is a compulsory rise in the share of the national income which 
is withheld from consumption and devoted to investment. But if it is 
a democratic government, then if is almost impossible to keep down 
consumption to the absolute minimum level for the sake of rapid 
development. Under democratic plannings people*s welfare and well¬ 
being are also of great significance. Necessarily^ a compromise is made 
between ^^growth"* and ""welfare"* objectives. This is precisely the technique 
which we have adopted in India. India has strong faith on human freedom 
o:iB—4 
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and dignity and therefore her development plans, though highly centralised 
and well co-ordinated, are basically welfare-oriented. India’s First and 
Second Five Year Plans are excellent examples of well co-ordinated, 
centralized planning for the effective utilization of the resources so as to 
uplift the economy and for increasing the well-being of the millions of 
inhabitants of a lagging underdeveloped country. Centralised, welfare- 
oriented planning for achieving accelerated economic growth is being 
facilitated in India not only because there exists a democratic system of 
government but because the backbone of a social system, originally 
adopted to an oxcart and handicraft stage of economic development, is 
fast decaying under the influence of deliberate state action. Free market 
mechanism, however, continues to play a distinct role in India’s economy. 
The economic pattern emerging from the plans has given rise to a “mixed 
economy” where state enterprises exist side by side with private enter¬ 
prises. 

Planning Technique in Backward Areas 

We shall better appreciate the strategies of India’s First and 
Second Five Year Plans if we make a detailed study of the planning 
technique which should be utilized by underdeveloped economies for 
initiating a rapid development process. In underdeveloped countries, 
planning becomes an urgent necessity. Backward economies exhibit in a 
most distinct manner abnormally low levels of current income and 
productivity. Planning should be undertaken for raising productivity and 
income not only for meeting current needs but also for attaining future 
prosperity and progress. 

The period, when bold plans have to be initiated for lifting up 
the economy from a semi-stagnant condition, is usually called the 
“take off” stage. The process of development should be sufficiently 
rapid during the “take off” period as this would impart the necessary 
momentum which may ultimately enable the underdeveloped economy 
to achieve a normal, automatic and sustained process of economic 
growth. When this is achieved, the underdeveloped economy would 
be transformed into a mature or developed economy. This “take off” 
period is therefore a most crucial one and an effective, well co-ordinated 
process of development planning should be undertaken for achieving a 
quick transition from the semi-stagnant stage to the “take off” stage. 

The nature of the underdeveloped countries is such that invest¬ 
ments in small doses will neither be effective nor fruitful for initiating 
a process of accelerated economic growth. It is only when a consider¬ 
able amount of investment is undertaken for generation of electricity, 
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development of transport and communication and for building up of 
basic heavy industries that the economy can be lifted from a quasi¬ 
stationary and semi-stagnant environment. It is only when these 
essential investments are undertaken that the “take off” stage or the 
stage of initial spectacular growth begins in a lagging, backward 
economy. Therefore, the fundamental task of the planners would be 
to concentrate on a planning technique which would bring about an 
appreciable growth of heavy industries, transport and electricity. These 
investments usually do not bring immediate profits and therefore are 
seldom undertaken by private entrepreneurs. The basic strategy of 
development planning should be concerned with rapid expansion of 
heavy industries, transport facilities and electricity generating stations 
by the government. 

The expansion of basic heavy industries would boost up the time 
path of new investment. In fact, a marked emphasis on heavy indus¬ 
tries would bring about a steeply rising path of aggregate investment 
over the time period covering the plans. This type of rising time path 
of new investment is the main characteristic of a growing economy 
and may also serve as an evidence for the commencement of the “take 
off” period. In other words, continuous new investment in a marked 
manner is necessary for initiating a process of accelerated economic 
growth in an underdeveloped economy and this task can be easily ac- 
comphshed if, in the initial stages of planning, heavy industries deve¬ 
lopment gets the top priority in the programme of industrialization. 

Transport, irrigation and electricity development enlarge the total 
size of the market and stimulate new investments over a wide area. 
Considerable amount of state expenditures for the expansion and 
extension of these facilities would accelerate the rate of capital forma¬ 
tion and would increase the well-being of the people. Unless there is 
an appreciable development of electricity, irrigation and transport 
facilities, the process of accelerated economic growth cannot be initiated 
and the transition from the semi-stagnant stage to the dynamic “take 
off” period is unusually delayed. 

The role of the state in developing heavy industries, transport, 
irrigation and electricity facilities can be fully realized if we analyse 
the main determinants of economic development. Expressed in a 
simple manner, the rate of economic development (in course of 
democratic type of development planning) depends on (a) volume of 
state expenditure undertaken for promoting economic development 
and increasing economic welfare of the people; (]b) the rate of capital 
formation (or the flow of new investment) and (c) socio-political 
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factors mainly connected with public co-operation, popular enthusiasm 
and changes in the social structure. If we want to accelerate the rate 
of economic development then, the volume of state expenditure on 
right type of projects has to he stepped up, the flow of new invest- 
ment has to he increased, social structure has to he properly adjusted 
and flood gates of popular enthmiasm have to he opened up. 

An appreciable development of heavy industries and a marked 
expansion of transport, irrigation and power facilities would surely 
step up the flow of new investment in a distinct manner and would 
thus accelerate the tempo of capital formation. This higher rate of 
capital formation would perhaps enable the lagging underdeveloped 
economy to move up to the “take off’* stage. As we observed before, 
the private entrepreneurs of underdeveloped countries are usually very 
shy in shouldering the burden of investments in heavy industries, 
transport and electricity. The volume of state expenditure would be 
enormous, at least in the initial stages, because the bulk of these essential 
investments has to be simultaneously undertaken by the state. 

Considerable amount of state expenditure would certainly acce¬ 
lerate the tempo of economic development. But for democratic plan¬ 
ners, achievement of highest rate of economic growth is not the only 
consideration rather, they should make a judicious allocation of the 
available funds between competing state projects with an eye to the 
welfare and well-being of the people. This explains why it is necessary 
to divert a portion of the state funds for community development 
projects and rural extension services in an agriculture-dominated 
underdeveloped country. Such diversion of funds would stand in the 
way of accomplishing the highest possible rate of capital formation. 
This is because state expenditure for development of heavy industries 
gives rise to a greater flow of capital equipment and thereby steps up 
the rate of capital formation in a more distinct manner than in the 
case of state expenditure undertaken for community development 
projects and rural extension services. But democratic, welfare-moti¬ 
vated type of planning has to strike a compromise between maximum 
economic development and the greatest possible increase of the welfare 
and the well-being of the people. 

Public co-operation plays a vital role in democratic planning. A 
suitable emphasis should be laid on community development projects 
and other types of extension services for uplifting and rejuvenating 
rural life. Such an emphasis may kindle a new faith and rouse the 
imaginations of the rural people and this is immensely helpful in a 
predominantly agricultural country during the process of rapid growth. 
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In fact, popular enthusiasm and public co-operation stimulate the 
socio-political factors and thereby accelerate the tempo of economic 
growth. 

We are now in a position to sum up the highlights of the funda¬ 
mental technique of democratic type of development planning to be 
initiated in an agriculture-dominated underdeveloped country. The 
primary aim of the planning strategy should be the achievement of 
accelerated economic growth so that the semi-stagnant economy is 
transformed into a rapidly growing economy. A large amount of state 
expenditure has to be undertaken for the development of heavy in¬ 
dustries, transport, irrigation and electricity as these are essential 
pillars in the process of rapid industrialization. These indispensable 
investments would step up both the rate of capital formation and the 
volume of state expenditure which, in turn, would speed up the 
process of economic growth. 

But economic development at a break-neck speed, which neglects 
welfare objectives, would not be desirable in a democratic, welfare- 
motivated state. Therefore, the socio-political factors have to be 
properly influenced so that the ordinary people may feel that they are 
being benefited by the plan and such a feeling would bring about 
spontaneous public co-operation. In a predominantly agricultural 
economy, the community development projects can perform the task 
of infusing new hopes and aspirations in the hearts of the rural people. 
Therefore, the planning technique should be such that there is a simultaneous 
development of heavy industries^ transport and electricity together with 
irrigation and community development projects. 

This is precisely the type of strategy which we have followed in 
our Five Year Plans. India’s Second Five Year Plan puts a high degree 
of emphasis on heavy industries’ development and on the extension of 
transport and electricity facilities as this would favourably stimulate 
the two main determinants of the rate of economic progress, viz,, the 
volume of state expenditure and the flow of new investment. But as 
India’s Five Year Plans are basic experiments in welfare-motivated type 
of democratic planning, therefore, a part of the state expenditure has 
been diverted to community development and other welfare projects. 
This is partially helping the socio-political factors to move in the right 
direction and is preparing the ground for smooth and sustained process 
of economic development. 

The basic planning technique which has evolved from our analysis 
of the three determinants of the rate of economic development can be 
successfully accomplished by democratic planners if the two essential 
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corollaries of development planning are fully satisfied. The first corol¬ 
lary deals with the effective mobilization of productivity reserves, to be 
found in rural labour surplus and in handicraft cum cottage industries. 
During the initial stage of development planning in a capital-poor, 
underdeveloped country, if a marked emphasis is placed on the heavy 
industries, it may not be possible to expand the mechanised small factories 
producing consumer goods. But in a growing economy, there would be a 
large demand for consumer goods and this demand would be met 
at the initial stages if the underemployed rural workers are put 
to work in the handicraft and cottage industries. The cottage and 
handicraft industries should serve as a stop gap arrangement and 
should be subsequently transformed into small mechanised units and 
such a transformation would not be difficult in the long run with the 
availability of cheap electricity and with an increased flow of machine 
tools from the heavy industries. India’s Second Five Year Plan parti¬ 
cularly emphasizes cottage and handicraft industries for creating employ¬ 
ment opportunities and for meeting the shortage of consumer goods 
in the initial stages. The first three years’ Progress Report of the Second 
Plan, however, reveals that the performances of cottage and handicraft 
industries have been rather disappointing. Therefore we urge the 
Planning Commission that, at least from the commencement of the 
Third Five Year Plan period, they should take effective steps for 
transforming as many old-fashioned cottage units as possible into modern 
mechanised units. 

The second corollary of development planning focusses the spot 
light on the vital link between the industry and agriculture in a grow¬ 
ing economy. It emphasizes that thorough agricultural reorganisation 
and rapid agricultural development are absolutely necessary for the 
sustenance of accelerated industrial growth. This is because the rate 
of growth of the industrial sector depends on the trends in the supply 
of food and raw materials from the agricultural sector. Rapid agricul¬ 
tural development is a pre-requisite for a thorough and spectacular 
process of industrial growth. This explains why in our First Five Year 
Plan the topmost priority was placed on agricultural reorganisation and 
development. The measures, initiated for raising the development 
potential of the agricultural sector during the First Plan period, would 
continue to be implemented during the Second Plan period and it is 
expected that a new programme of land reforms, with its emphasis 
on joint co-operative farming, will be implemented towards the initial 
stages of the Third Plan. 



Chapter 5 


INDIA’S FIRST FIVE YEAR PLAN 


While the possibilities of planning could be realised only after 
India attained independence, the urge for planning and the readiness 
of the country to undertake some sort of planned and concerted action 
for uplifting the economy out of the morass of poverty had taken root 
several years before. 

History of Planning in India 

Sir M. Visvesvaraya, the renowned engineer statesman, published 
in 1934 the book entitled “Planned Economy for India". This was 
perhaps the first attempt at formulating a systematic plan for the 
economic reconstruction of India. Three years later the Indian National 
Congress set up the National Planning Committee under the Chair¬ 
manship of Sri Jawaharlal Nehru. The outbreak of the second world 
war and abnormal political developments disrupted the Committee’s 
work so that it could submit its report only as late as 1948. 

Bombay Plan and Peoples Plan: “A Plan for Economic Deve¬ 
lopment in India" popularly known as the Bombay Plan was prepared 
and presented by eight leading Bombay industrialists toward the end 
of 1943. The broad objectives of this plan were raising agricultural 
production by 130 per cent and industrial output by 500 per cent. Top 
priority was given to basic industries. The plan aimed at increasing 
per capita income by 100 per cent (i.e., from Rs. 65 to Rs. 130) within 
a 15-year period. Almost simultaneously with the Bombay Plan, the 
“Peoples Plan” of Sri M. N. Roy was announced. It was a ten year 
plan, involving an outlay of Rs. 15,000 crores. Agriculture and con¬ 
sumer goods industries’ development received the highest priority in 
this plan. Basic industries were relegated to a secondary position. In 
contrast to the Bombay Plan and the Peoples Plan, there appeared an 
idealistic plan known as the Gandhian Plan, which wanted to establish 
a decentralised economy with self-sufficient villages. Reform of agri¬ 
culture and rehabilitation and development of cottage industries were 
the basic objectives of this plan. 
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Government and Planning: In August 1944, the Government of 
India instituted the department for Planning and Development with 
Sir Ardeshir Dalai, one of the authors of the Bombay Plan, as its 
member-in-charge. This department drafted a short term plan for the 
restoration of economic normalcy and also a long term plan for 
economic reconstruction and development. In March 1950, Indian 
Planning Commission was appointed with Sri Jawaharlal Nehru as its 
Chairman. In July 1951, the Commission presented the draft outline 
of the First Five Year Plan. The First Plan covered a five-year period 
from April 1951 to March 1956. It was in December 1952, when more 
than IJ years of the planning period had elapsed^ that the final version 
of the Five Year Plan was presented to the nation by the Commission. 

First Five Year Plan—^Main Objectives, Features and Programmes 

Objectives and Economic Pattern Envisaged: The First Plan 
was conceived modestly, its main preoccupations being the prevailing 
inflationary situation and the food shortage, but in several directions 
it set into motion new social and economic processes which were 
helping to raise the standard of the people and to give them opportu¬ 
nities for a better and more varied life. The Plan primarily aimed at 
increased productivity and reduction of inequalities. A mixed economy, 
based on welfare ideals, was envisaged by the Planning Commission. 
It was decided that in such a mixed economy, public and private sectors 
should function side by side as integral parts of a single organism. 
Throughout the First Five Year Plan period, the government endea¬ 
voured to achieve a progressive widening of the public sector. But this 
widening of the public sector did not imply any programme of all out 
nationalisation of private enterprise. The private sector was allowed 
to expand within a limited field and enjoyed a free scope for earning 
legitimate profits, though there was an appreciable enlargement of the 
states’ direction and control. It seems that the Planning Commission 
is fully aware of the fact that the harmonious working of the private 
and public sectors is of basic importance for the success of the demo¬ 
cratic type of planning envisaged for the Indian economy. In fact, the 
state is playing the role of a senior partner and is responsible for overall 
economic development of the country. 

Main Features: Originally the First Plan proposed an outlay of 
Rs. 2,069 crores for the public sector. It was ultimately raised to 
Rs. 2,378 crores. But the actual amount spent, in spite of this up¬ 
grading, did not exceed the original provided for. The Planning Com¬ 
mission’s Review of the First Five Year Plan reveals that there was 
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an expenditure of Rs. 2,012 crores during the five-year period (though 
when the 1955-56 figures are revised, and price changes are taken into 
account, the actual expenditure incurred during the First Plan period 
will be near about Rs. 1,960 crores.) This expenditure of Rs. 2,012 crores 
is rather modest as it amounts to a little more than 4 per cent of India’s 
national income. This modest achievement was possible mainly through 
the fuller utilisation of installed capacity and to a much smaller extent 
through the installation of new productive capacity. Thus the moderate 
amount of expenditure of the First Plan could not produce spectacular 
results but was useful because it prepared the ground for the bold and 
more ambitious Second Five Year Plan. 

Main Items of Expenditure: According to the Review of the First 
Plan, of the total Plan provision of Rs. 2,378 crores for the public sector, 
agriculture and community development received Rs. 354 crores (14.9 
per cent), irrigation and power Rs. 647 crores (27.2 per cent), industry 
and mining Rs. 188 crores (7.9 per cent), transport and communications 
Rs. 571 crores (24 per cent), social and welfare services Rs. 532 crores 
(22.4 per cent) and Rs. 86 crores (3.6 per cent) were allotted to 
miscellaneous items. 

Nature of Priorities and Emphasis on Agriculture: The 
priority pattern of the First Plan was based on (a) the need for reorga¬ 
nization of the agrarian economic structure of India for increasing 
agricultural productivity and strengthening the rural base; (b) the 
urgency of maintaining economic stability in the immediate post¬ 
independence period and (c) the necessity of preparing the ground for 
future bold and ambitious plans. 

(i) Agricultural Programme. Accordingly, agriculture obtained the 
highest priority in the First Plan (Rs. 1,001 crores z.e., 42.1 per cent of 
the total Plan provision was meant for agriculture, community deve¬ 
lopment and multipurpose irrigation and power projects). The First 
Plan’s emphasis on agricultural production was fully justified because 
in the pre-planning period there was a terrible food shortage in the 
country. Agricultural production had to be stepped up with the 
purpose of making India more than self-sufficient in respect of food 
and raw material; as otherwise, it would be well-nigh impossible to 
maintain the future rapid process of industrialization of the country. 
A growing economy^ bent on rapid industrialization, always requires 
an expanded and reorganised agricultural sector for supplying it with 
an increased flow of food and raw material. 

Agricultural planning for increased agricultural production was 
on the whole a great success during the First Plan period. Agricultural 
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output went up by 18 per cent during the First Plan period. However, 
the main defect of the technique of agricultural planning of the First 
Five Year Plan arises from the fact that systematic and comprehensive 
crop planning was almost neglected. Under crop planning, targets for 
various agricultural commodities have to be fixed and it is also neces¬ 
sary to decide in advance what proportions of the agricultural holdings 
should be earmarked for each commodity. The Planning Commission 
was aware of the importance of crop planning but due to preliminary 
difficulties could not make provision for it in the First Five Year Plan. 

(ii) Transport, Power and Irrigation. Next to agriculture, priority 
was accorded to transport, irrigation and power (Rs. 1,218 crores i.e., 
51.2 per cent of the total outlay was meant for transport, communica¬ 
tion, irrigation and power). Transport, irrigation and power comprise 
the social capital requirements which have to be satisfied for initiating 
a process of accelerated growth. In fact, transport was given a high 
priority so as to ensure that it did not become, as in Soviet Russia’s 
First Five Year Plan, a serious bottle-neck to rapid economic progress. 

(Hi) Social Services. More than 22 per cent of the total outlay of 
the First Plan was earmarked for social cum welfare services because 
development of education, health, housing and the implementation 
of other social welfare schemes serve as basic elements of development 
planning in a welfare state. India professes to be a welfare state and, 
therefore, it was not possible for her planners to neglect these vital 
requisites for increasing social welfare. 

(iv) Industrial Programme. The Review of the First Five Year 
Plan shows that the total Plan provision (including adjustments) for 
large-scale industries, mining and scientific research amounted to 
Rs. 139 crorcs {i.e., 5.8 per cent of the total provision). Rs. 49 crores 
or 2.1 per cent of the total outlay was earmarked for village and small 
industries. Thus the total provision for all types of industries, mining 
and scientific research amounted to Rs. 188 crores but as the Progress 
Reports of the Plan show, only Rs. 100 crores were acttially spent. 
The expenditure, earmarked for industries, could not be incurred due 
to initial difficulties in setting up new factories and in procuring new 
machineries. Moreover, when the First Plan got its final shape, almost 
two years of the planning period was over and in the remaining 
period of three years, due to administrative delays and red tapism, 
even the very modest industrial programme, envisaged in the Plan, 
could not be fulfilled. 

Though the government failed to achieve the industrial programme 
fully in the public sector, yet detailed plans of development were 
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drawn up for industries in the private sector and adequate measures 
were taken for the implementation of some of these schemes. Develop¬ 
ment programmes for 42 industries in the private sector were drawn 
up by the Planning Commission in consultation with the Ministry of 
Commerce and Industries and the representatives of the industries 
concerned. 

The Progress Reports of the First Plan indicate that industrial 
production steadily increased during the Plan period. The interim 
index (1946=100) of industrial production works out at 161 for 1955 
as compared to 105 for 1950. 

The Achievements of the First Plan [1951-56] 

Compared to the conditions prevailing at the time of commence¬ 
ment of the First Plan, the economic situation in India by the middle 
of 1956 was much more encouraging. The national income (at 1948-49 
prices) rose from Rs. 8,870 crores in 1950-51 to Rs. 10,420 crores in 1955- 
56. The appreciable increase in agricultural output, v/hich was recorded 
in 1953-54, made it possible to free the Indian economy from the complex 
and wearying system of controls. As a whole the economy presented a 
picture of added strength and stability. The index number of wholesale 
prices came down from 450 in March, 1951 (Base: Year ended August 
1939=100) to 387.3 in March, 1956. In fact, the First Five Year Plan 
ended on a note of optimism and of increasing economic activity. 

(i) Agricultural Progress. Agricultural production recorded an 
increase of 18 per cent during 1951-56. Food production rose from 50 
million tons before the Plan to about 65 million tons in the last year of the 
Plan. Among cash crops, production of oil seeds and cotton maintained 
an upward trend and appreciably exceeded the Plan targets. Jute and 
sugarcane production in 1955-56 showed an improvement over preceding 
year but fell a little short of the Plan targets. 

From irrigation schemes, included in the First Five Year Plan, 
an area of about 8.5 million acres was irrigated by 1955-56. In the field 
of electricity generation, installed capacity during the five years of the 
Plan is estimated to have increased by 1.1 million Kilowatts as against 
the 5 year target of 1.3 million Kilowatts. From this it appears that the 
achievements of the Plan in the fields of agriculture, irrigation and electri¬ 
city generation were quite satisfactory. 

(ii) Industrial Progress. Industrial production also increased 
steadily, the increase over the five year period was about 40 per cent. 
During the last two years of the Plan the industrial sector made consi¬ 
derable advance. The index of industrial production (1946=100) which 
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was 137 in 1953-54 rose to 148 in 1954-55 and this upward trend 
continued. The progress of individual industries in relation to targets 
fixed for them, however, varied from industry to industry. Mill cloth 
production exceeded the Plan target by about 400 million yards. In 
the case of sewing machines, paper and paper-board and bicycles, pro¬ 
duction reached the anticipated levels; in fact, in some cases the 
targets were surpassed. Cement production rose from 2.7 million tons 
in 1950-51 to 4.6 million tons in 1955-56. The general engineering 
industries as well as heavy chemicals and chemical products recorded 
sizeable increases in output. The larger availability of raw materials^ 
the utilization of capacity hitherto unutilized as well as fresh invest- 
ment contributed to the general increase in industrial output. 

(iii) Transport Progress. The First Plan provided for a total out¬ 
lay of Rs. 498 crores on transport and communications but the provi¬ 
sion was raised during the second half of the Plan period to about 
Rs. 570 crores. Communications and transport also presented a re¬ 
freshing picture by the end of the Plan period. During the period of 
the Plan 380 miles of new railway lines were added and 430 miles of 
dismantled lines restored. Under the National Highways programme, 
the construction of 636 miles of missing links, building of 30 major 
bridges and the improvement of 4,000 miles of existing roads were 
completed during the Plan period. In fact, the target in respect of the 
construction of missing links was almost fully achieved and the work 
done on the improvement of the existing sections of national highways 
was nearly twice as much as the programme originally envisaged. 

Progress of Expenditure: The plan as formulated in 1952 pro¬ 
posed a total outlay of Rs. 2,069 crores by the Central and State 
Governments together. Later, the Plan was expanded and various ad¬ 
justments were made which raised the size of the Plan to Rs. 2,378 
crores. While the revised target of expenditure was Rs. 2,378 crores, the 
actual expenditure would not be more than Rs. 2,012 crores—a shortfall 
of 15.4 per cent. It should be noted that the progress of expenditure on 
the Plan in the first three years was rather slow, the total outlay over the 
3-year period amounting to Rs. 870 crores. There was, however, a 
substantial step up in the fourth and fifth years, as much as 57 per cent 
of the total expenditure over the five-year period being accounted for by 
these two years. 

Financing of the First Plan 

[with Special Reference to Deficit Financing] 

Our First Five Year Plan was mainly a plan of public expenditure 
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for development purposes; therefore, it naturally involved financial 
planning and raising of necessary resources to meet the proposed expen¬ 
diture. The original financial provisions of the First Plan revealed that 
for financing the outlay of Rs. 2,069 crores. Central and State govern¬ 
ments would get about Rs. 1,258 crores from borrowing cum budgetary 
sources. This would mean that after tapping the liormal sources (/.e., 
public borrowing, taxation, etc.) there would be a gap of Rs. 811 crores 
(i.e., Rs. 2,069 crores—Rs. 1,258 crores). To cover up this gap of 
Rs. 811 crores, deficit financing to the tune of Rs. 290 crores (against 
releases of sterling balances) would be undertaken. Even after this 
amount of deficit financing, there would be a net gap of Rs. 521 crores 
{i.e., Rs. 811 crores—Rs. 290 crores) which was expected to be bridged 
by external assistance, additional borrowing and/or additional deficit 
financing. This willy nilly statement on the possible sources of finance 
for filling up the net gap of Rs. 521 crores created a certain amount 
of adverse reactions in the minds of the people and also generated, 
in the initial stages, a good deal of uncertainty about the successful 
execution of the Plan. 

Sources of Finance: As we saw before, the size of the planned 
outlay was revised to Rs. 2,378 crores as a result of which the original 
gap of Rs. 521 crores was transformed into Rs. 830 crores. Taking the 
“account” figures for the first four years and “revised estimate” for 
1955-56, total budgetary resources, available during the First Plan 
period, were about Rs. 1,277 crores. Thus budgetary resources have 
been close to the original expectations (which were Rs. 1,258 crores); 
external assistance utilized came to about Rs. 203 crores, which is only 
about Rs. 50 crores more than the assistance in sight when the Plan 
was formulated. Consequently, the extent of deficit financing neces¬ 
sary had to exceed the limit of Rs. 290 crores indicated in the Plan. 
The total amount of deficit financing undertaken during the Plan period 
amounted to Rs. 532 crores. 

(i) Borrowing. An outstanding feature of the domestic resources 
position in the First Plan period has been encouraging success of the 
borrowing programme. But it should be remembered that at the time 
the Plan was formulated, the outlook for public borrowing was far from 
encouraging, the market in fact being so weak that there was pressure 
on the Reserve Bank to support it. In the next two years the market 
showed some improvement, but it was not until the fourth year that 
substantial borrowing programmes could be undertaken. Over the five 
years, the Plan target for market loans was exceeded by Rs. 89 crores. 
Net receipts from loans over the five-year period are estimated at 
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Rs. 202 crores, as against the Plan target of Rs. 115 crores. The five 
year estimate of receipts from small savings and unfunded debts (in¬ 
cluding provident fund contributions) v^ork out at Rs. 304 crores as 
against the Plan target of Rs. 270 crores. It is satisfactory to note 
that the collections from small savings by the end of the Plan period 
were about double the collections in 1950-51. 

(ii) Taxation. Over the period of the First Plan, the expansion in 
tax receipts of the Centre and States taken together has been rather 
small. For 1950-51, total tax receipts are estimated at Rs. 626 crores. 
In 1951-52, because of boom conditions brought about by the Korean 
War, tax receipts stepped up to Rs. 738 crores. In the two subsequent 
years, the receipts declined. In the fourth year of the Plan they again 
showed an increase as compared to the two preceding years. For 1955- 
56, total receipts are roughly estimated at Rs. 750 crores, showing an 
improvement of a little over Rs. 100 crores as compared to 1950-51. 
Altogether, over the five years the yield of additional measures of 
taxation at the Centre excluding export duties, which in their nature 
are variable, was about Rs. 175 crores. In the case of the States, the 
total yield from additional taxation was about Rs. 80 crores. This is 
rather disappointing for a country like India which possesses a mode¬ 
rately well-established taxation machinery that could be effectively 
utilized for the pressing needs of development finance. Judged in terms 
of percentage to national income, the improvement has not been upto 
expectations. For 1955-56 the proportion of tax revenues to national 
income works out at a little over 1 per cent as against 6.6 per cent for 
1950-51. 

(iii) Deficit Financing. The technique of deficit financing was 
initiated during the First Plan period in a cautious manner. Since the 
commencement of the Second Plan, deficit financing is playing a more 
distinct role as an instrument for financing economic development. 
In an underdeveloped economy, where unutilized resources and man 
power are easily available, deficit financing can achieve the twin 
objective of increasing employment and rapid capital formation. In the 
First Plan, the term deficit financing signified direct addition to gross 
national expenditure through budget deficits. During the Plan period, 
the government covered such budget deficits either by drawing from 
its accumulated balances or by borrowing from the Reserve Bank an 
amount representing the excess of government’s spending over its 
revenue. The First Plan expected to undertake deficit financing of 
Rs. 290 crores. As estimated releases from India’s sterling balances, 
during 1951-56, were of an equal amount, it was expected that deficit 
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financing would not give rise to an additional dose of inflation. It was 
hoped that this moderate amount of deficit financing would work hand 
in hand with the stable character of the Plan. It was also indicated that 
in addition to Rs. 290 crores, an extra amount of deficit financing might 
be necessary for filling the uncovered gap of Rs. 521 crores (original 
estimate) or Rs. 830 crores (revised estimate). 

Deficit financing policy was not only modest but was also under¬ 
taken in a most wary manner during the First Plan period. In the first 
year of the Plan there was a surplus, the next 3 years manifested mode¬ 
rate doses of overall deficits but in the last year of the Plan the magni¬ 
tude of the deficit (/.e., about Rs. 292 crores) exceeded the total deficit 
(/.e., Rs. 240 crores) incurred during the first four years of the Plan. 
According to the Review of the First Five Year Plan, the total magni¬ 
tude of deficit financing during the Plan period was about Rs. 532 crores. 

(iv) External Assistance. From deficit financing we now come to 
external assistance. Total utilization of external assistance over the 
first three years of the Plan roughly amounted to Rs. 129 crores. In 
the fourth year, actual utilization of external assistance was Rs. 16 
crores. The external assistance figure for 1955-56 works out at Rs. 58.2 
crores. This means that the Plan has utilized during the five-year period 
Rs. 203.2 crores of external assistance. It should be noted that total 
grants and loans made available over the Plan period for development 
programmes in the public sector aggregated to Rs. 296 crores. Of this, 
about Rs. 188 crores was utilized over the five years, leaving a carry 
forward of Rs. 108 crores for the next Plan period. External assistance 
was used mainly for the procurement of commodities like wheat and 
steel, and of equipment required for the various development projects. 

An Appraisal of the First Plan 

The First Five Year Plan was of the “ground-preparing” type. 
It gave its primary attention to the achievements of economic stability 
and elimination of shortages of food and basic resources. Most of its 
targets, being extra modest, were easily achieved. Due to good mon¬ 
soons, sound foreign reserve position, excess capacity in the produc¬ 
tive system and shortfall in expenditure in the public sector, the domestic 
inflation cum balance of payment’s problem did not cause much head¬ 
ache during the First Plan period. Now that the First Plan has come 
to an end it would be worthwhile making a critical estimate of the tech¬ 
nique and working of the Plan. 

(i) The Planning Commission made only a half-hearted attempt 
at an assessment of the material, capital, human resources of the country 
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prior to the drawing up of the Plan. Instead of making a detailed and 
correct estimate of the available physical resources, the Commission 
attached too much importance on the financial resources necessary for 
the implementation of the Plan. It should be noted that even if financial 
resources are adequate, serious bottlenecks may crop up on account 
of the non-availability of particular type of resources at particular time 
and in particular places. 

(ii) Though financial planning was more important than physical 
planning during the process of preparation of the First Plan yet, the 
procedure offinancial planning was not of a very high order. As we observed 
before, the actual outlay during the Plan period would amount to Rs. 
2,012 crores though the total revised expenditure was put at Rs. 2,378 
crores. Thus there was a shortfall of Rs. 366 crorcs(/.e., 15.4percent). 
Such a big shortfall clearly indicates the weakness of financial planning 
during the First Plan period. It is evident that administrative rigidities 
and physical bottlenecks (such as, shortages of materials, equipments 
and trained personnel) were primarily responsible for the shortfall in 
expenditure. But the Planning Commission should have foreseen this 
difficulty and should have integrated in a proper manner the physical 
plan with the financial plan. 

(iii) Another defect of the planning technique of the First Plan was 
the absence in the Plan of annual break-downs of various targets of deve¬ 
lopment. If such annual control figures are unavailable then, it becomes 
exceedingly difficult to make sure from time to time whether the deve¬ 
lopment is proceeding along the right track and according to schedule. 
Absence of annual control figures also makes it very difficult to detect the 
shortfalls and to introduce cortective measures in course of the Plan period. 

(iv) With its marked bias on agricultural development, the First 
Plan deliberately neglected the entire field of large-scale industries. Even 
the small sum of money, earmarked for large and medium industries, 
was not entirely spent. Due to this, there was only a limited expansion 
of industrial equipment or employment in the organised sector of the 
economy. 

(v) Agricultural planning, envisaged in the. First Plan, also had a 
few defects. Village Production Councils were regarded as suitable 
agencies for taking overall decisions in regard to general regional targets 
of agricultural production. But there were no agencies for determining 
crop-plans for particular areas and for laying down lower and upper 
levels of particular crop allocations. Not only crop planning was absent 
but also there was no provision for a system of crop insurance in the 
agricultural plan. 
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In spite of these defects, the First Plan deserves a good deal of 
commendation as it was the first experiment of developmental plan¬ 
ning for uplifting the lagging Indian economy. The Indian economy 
responded well to the stimulus of the Plan. The First Plan introduced 
a new dynamic element in a long static and stagnant situation. 


o:iE—5 



Chapter 6 


INDIA’S SECOND FIVE YEAR PLAN 


The First Five Year Plan, after preparing the initial ground for 
developmental planning came to an end on 31st March, 1956. On 1st 
April, 1956, the Second Five Year Plan, which was more ambitious 
and bolder than the First, was larmched. At the time of inauguration 
of the Second Plan, the Planning Commission emphasized that the First 
Plan had successfully laid the foundations on which a more progressive 
and diversified economy could be built. “The Second Five Year Plan 
has to build on the progress already achieved and to carry forward the 
process that has been initiated.” 

Objectives: The principle objective of the Second Five Year Plan 
is to secure a more rapid growth of Indian economy and to increase 
the country’s productive potential in a way that will make possible acce¬ 
lerated development in the succeeding Plan periods. In fact, the Second 
Plan has been formulated with reference to the following objectives: 
(a) a marked increase in national income so as to raise the level of living 
standards in the country; (b) rapid industrialization with particular 
emphasis on the development of basic and heavy industries; (c) a large 
expansion of employment opportunities; and (</) reduction of inequalities 
in income and wealth and a more even distribution of economic power. 
From this it would follow that the Second Plan endeavours to achieve 
a process of rapid industrial development within a “socialistic pattern 
of society”. The accomplishment of a “socialistic pattern of society” 
has been accepted as the broad objective of economic policy. This means 
that the basic criterion of determining the lines of progress is not private 
profit but social gain. It also means that the benefits of economic deve¬ 
lopment must accrue more and more to the relatively less privileged 
classes of society and there should be a progressive reduction of the 
concentration of wealth and economic power. 

These objectives are interrelated. An appreciable increase in national 
income and a significant improvement in living standard cannot be 
secured without a substantial increase in production and investment. 
To achieve such an increase in production and investment it becomes 
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vitally necessary to meet social capital requirements, explore and deve¬ 
lop minerals and promote and expand basic industries like steel, machine 
building, coal and heavy chemicals. For seeming an advance simulta¬ 
neously in all these directions, the available man power and natural 
resources should be used to the best advantage; and in a country in 
which there is relative abundance of man power, expansion of employ¬ 
ment opportunities becomes a basic objective in itself. Further, the pro¬ 
cess and pattern of growth emerging from welfare-oriented, democratic 
tools of economic planning should result in a diminution of economic 
and social inequalities and ensure a high degree of economic welfare. 

Basic Strategy: Looking at the basic strategy of India’s Second 
Five Year Plan, we find that there is a marked emphasis on the deve¬ 
lopment of basic and capital goods industries. About 18 per cent of 
the outlay is expected to be on these heads. Expenditure under large- 
scale industries, scientific research and minerals was about Rs. 60 crores 
during the First Plan period. The Second Plan, bent on initiating a bold 
programme of industrialization for the country, has decided to spend 
Rs. 690 crores on these heads. This shift of emphasis to heavy and basic 
industries’ development during the Second Plan period is quite under¬ 
standable. 

After the basic shortages were met during the First Plan period 
it was natural that the Planning Commission should divert its atten¬ 
tion to industrial development. Rapid industrialization is the kingpin 
of the process of accelerated economic growth. Without industrial pro¬ 
gress, it is almost impossible to remove the surplus population from 
agriculture and if this removal process is delayed then, the standards 
of living of both the rural and urban population would deteriorate. 
Moreover, in the absence of industrial progress, the demand for agri¬ 
cultural products would not increase at the rate at which its supply 
might rise (due to agricultural re-organisation), with the result that 
the prices of agricultural goods would fall, adversely affecting the rural 
sector and ultimately the whole economy. 

But a country like India, which has started late the process of indus¬ 
trialization, must achieve, within a relatively short period, processes 
of development which took several generations in countries with an 
early start. Therefore, India during the Second Plan period has decided 
to embark on cm industrialization programme which wotdd strengthen 
the capital base, increase productive capacity cum technical efficiency 
and accelerate the flow of new investment. To this end, scientific research 
and development of heavy and basic industries would play most dis¬ 
tinct roles. Therefore, if industrialization is to be rapid enough, the 
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country must aim at developing industries like iron and steel, non- 
ferrous metals, coal, cement, heavy chemicals, etc. which assist in pro¬ 
ducing capital equipments. But the development of these heavy and 
basic industries, though they create a strong capital base, can absorb 
comparatively little man power. Investment in basic industries enhances 
the purchasing power of the people and generates demands for consumer 
goods, but it docs not enlarge the supply of the same in the short run. 
A balanced pattern of industrialization, therefore, requires a well-orga¬ 
nised effort to utilize labour for increasing the supplies of much needed 
consumer goods. It has been decided that, during the Second Plan period, 
an increased supply of essential consumer goods would come from 
cottage and small scale industries. There is a provision of Rs. 200 crores 
for the expansion and development of village and small industries during 
the Second Plan period. Thus, the emphasis on cottage and small indus¬ 
tries in the Second Plan becomes a subsidiary technique for reinforcing 
the basic strategy of stepping up the development potential of the indus¬ 
trial sector. 

A good deal of reliance has been placed on cottage and smalt 
industries by the Indian Planning Commission in view of the peculiar 
characteristics of the rural sector of our economy. Our rural economy 
contains a vast reservoir of unutilized man power. The purely unem¬ 
ployed category is rather small but is quite mobile and can be shifted 
from rural to other fields of activities. But in order to utilize the vast 
underemployed army of labourers, work has to be given at the door of 
the farmers because most of them are idle for four to five months in 
the year and they would not like to move to other places even if jobs 
are offered. The Indian Planning Commission is of the opinion that 
the emphasis on cottage and small industries would greatly solve both 
the problems of rural underemployment and consumer goods shortage 
during the initial process of rapid industrialization. 

Industry, Agriculture and Transport in the Second Plan 

(I) Industry. The main reasons for the slow progress in the indus¬ 
trial sector during the First Five Year Plan period were unprepared¬ 
ness and the lack of technical and managerial personnel. The low level 
of steel production was also responsible for inadequate development 
of capital goods industries during the Plan period. Hence, at the time 
of deciding priorities for the industrial sector during the Second Five Year 
Plan period, the heavy and basic industries mre specially emphasized. 

The highlights of the industrial development programme under 
the Second Plan can be summed up as follows: {a) Development and 
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expansion of iron and steel production are of basic importance in the 
Second Five Year Plan’s industrial programme. This is because the 
level of production of iron and steel is a major factor in determining 
the rate of progress for the economy as a whole. It has been decided 
that during the Second Plan period there would be substantial expan¬ 
sion of the iron and steel plants which are now being erected at Bhilai, 
Rourkela and Durgapur. The erection of a fourth steel plant at Bokaro 
in the Damodar Valley during the Third Plan period is now regarded 
as practically certain, (ft) There would be appreciable development of 
machine building, heavy engineering and heavy chemical industries 
during the Second Plan period. Heavy industries and machine tool 
production would be necessary for supporting and sustaining the 
process of rapid growth envisaged in the industrial structure of the 
economy. Basic chemicals like Sulphuric Acid, Caustic Soda, Soda Ash 
would be required by the growing manufacturing industries in the ex¬ 
panding organised sector of the economy. The development of the 
Nitrogenous fertilizers would greatly help towards increasing agricultural 
productivity, (c) During the Second Plan period special attention would 
be paid for expanding the capacity of the industries manufacturing essen¬ 
tial producer’s goods e.g., cement and phosphatic fertilizers. Cement 
industry’s development would be an urgent necessity because of the 
heavy demand for cement for construction works during the Plan period. 
(d) There would be a good deal of modernization and re-equipment of 
national industries already in existence e.g.. Jute, Cotton and Sugar. 
Increased output of these industries will not only meet the country’s 
expanding requirements but would also increase the earnings of foreign 
exchange, (e) There would be a fuller utilization of installed capacity 
in existing industries wherever there are wide gaps between potential 
capacity and actual production. (/) It has been envisaged that during 
the Second Plan period there would be some expansion of the capacity 
for consumer goods but in most cases the demand for consumer goods 
would be met by utilizing the unused capacities of the existing units. 

(ii) Agricnltnre. Looking at the targets of agricultural production 
provided for in the original draft of the Second Plan, we find that the 
emphasis given to the development of agriculture is rather inadequate 
in view of the bold and daring nature of the industrialization programme. 
Tentatively, the target of additional food production was fixed at 10 
million tons; 1.3 million bales for cotton; l.S million tons for oilseeds; 

1 million bales for jute and 1.3 million tons for sugarcane in terms of gur. 

In view of the increasing demand for food and raw materials on 
account of our growing population and expanding industries, the targets. 
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provided for in the original draft, are somewhat low and inadequate. 
The main defect of the target to be achieved in the agricultural 
sector, however, arises in the field of food grains production. During 
the First Plan period there was about 9.5 million tons increase in food 
production (as against the Plan target of 7.6 million tons) and this was 
due mainly to favourable monsoons and other climatic factors. There¬ 
fore it seems strange that the food grains target has been put at 10 mil¬ 
lion tons increase, in spite of the fact that the Second Plan is much 
bolder and envisages an expenditure more than double that of the First 
Plan. It should be noted that an appreciable increase in the total outlay 
of the. Second Plan would raise the purchasing power of most families. 
Food is the most important item of consumption and at present covers 
more than 60 per cent of the average Indian family budget. It is most 
likely that with the expansion and development of the organised sector 
and with increase in population, average family expenditure on food 
items would go up. Therefore, we think that ten million tons increase 
in food grains production envisaged in the original draft of the Second 
Plan is certainly insufficient—it would have tallied well with the modest 
outlook of the First Plan but cannot properly fit in with the bold and 
ambitious programmes of the Second Plan. 

It is, however, heartening to note that the government, soon after 
the commencement of the Second Plan, felt that it was necessary to 
revise most of the agricultural production targets upward to meet the 
demand that will be generated by the large development expenditure 
and also provide, if possible, a small surplus for exports. The revised 
target of food grains production comes to 80.5 million tons which means 
that the target of additional food production is now fixed at 15.5 million 
tons. The revised target of additional cotton production is fixed at 2.3 
million bales; 2.1 million tons for oilseeds; 1.5 million bales for jute 
and 2 million tons for sugarcane in terms of gur. 

(iii) Transport. The Second Plan allots Rs. 900 crores for railway 
development. The railways are expected to provide Rs. 150 crores from 
their own revenues and the remaining Rs. 750 crores would come from 
general revenues. During the first three years of the Second Plan the 
work on the Ganga Bridge Project was nearly completed. In the Second 
Plan, the total allotment for road development amounts to about Rs. 
246 crores in addition to about Rs. 25 crores to be provided from the 
Central Road Fund. Thus we find that transport and communications 
would receive a good deal of attention during the Second Plan period. 
This emphasis on transport was necessary both for the purposes of 
unification of territories and for linking the key production centres 
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with the remote villages and towns. The development of transport and 
communications serves as a “conditioning factor" in the process of eco¬ 
nomic development. This is because such developments open up new 
markets, induce new investments and accelerate the process of growth. 

Financing of the Second Plan 

[with Special Reference to Deficit Financing] 

Having decided that the Second Plan would be bolder and more 
ambitious than the First, it seems that the Planning Commission con¬ 
centrated more on physical than on financial planning. It appears that 
while chalking out the Second Five Year Plan, our planners assigned a 
secondary role to finance—the physical targets were decided first and 
then all possible sources of finance were searched. 

Regarding finance, the planners expected a substantial stepping up of 
domestic resources from 7 per cent of national income in the first year 
of the Second Plan to about 10 per cent in the last year. This they thought 
would necessitate a steep increase in taxation. Domestic non-inflationary 
borrowing is also expected to be raised appreciably. Nevertheless, as 
much as 25 per cent of the development expenditure in the public sector 
is to be deficit financed. The planners proposed to make up the shortfall in 
domestic savings by securing an inflow of Rs. 1,100 crores of external 
resources; Rs. 800 crores by way of new external assistance (shown 
below in the table indicating the Plan provisions for the public sector), 
Rs. 100 crores through foreign investment in the private sector and 
Rs. 200 crores against existing foreign exchange reserves (mainly from 
the drawing down of sterling balances to India’s credit). 

Sources of Finance: The scheme of financing envisaged for the 
development programmes of the public sector amounting to Rs. 4,800 
crores is as follows: 

(Rs. in crores) 


1. Surplus from current revenues .. 800 

(a) at existing (1955-56) rates of taxation .. 350 

(b) additional taxation .. .. 450 

2. Borrowing from the public .. 1,200 

(a) market loans .. 700 

(b) small savings .. .. 500 

3. Other budgetary sources 400 

(a) Railways* contribution to the development 

programme .. 150 

(b) Provident funds and other deposits .. .. 250 
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4. Resources to be raised externally 800 

5. Deficit financing .. 1,200 

6. Gap—to be covered by additional measures to raise 

domestic resources .. 400 

Total .. 4,800 


From the above table it is evident that the budgetary resources 
that can be raised by the Central and State governments through taxa¬ 
tion, borrowing and other receipts amount to Rs. 2,400 crores. A further 
Rs. 1,200 crores, it is suggested, can be raised through deficit financing. 
Adding to this, Rs. 800 crores by way of resources to be raised exter¬ 
nally the total of resources for the implementation of the programmes 
in the public sector works out at Rs. 4,400 crores. This leaves a gap 
of Rs. 400 crores. The Planning Commission feels that this gap has ulti¬ 
mately to be bridged by raising additional domestic resources. They also 
think that the only possible source that can be drawn upon for meeting 
this gap is taxation and, to the extent possible, profits of public enter¬ 
prises. Therefore let us see how far the Indian tax structure can be 
adjusted during the Second Plan period not only for bridging Rs. 800 
crores of revenue but also for covering a gap of Rs. 400 crores. 

(i) Taxation. The fundamental strategy of developmental planning 
in India is to canalize increasing proportions of increments in national 
income into savings and to tap the savings for financing a continuous 
process of investment which would bring about a cumulative growth pf 
national income. Therefore the Indian tax structure should be devised 
in such a manner that the maximum amount of saving could be mobi¬ 
lized during the Plan period. Efifective tapping of savings should be 
undertaken both in the industrial and agricultural sectors during the 
process of growth. In other words, taxes are to be concentrated on those 
whose command over resources is rising fastest because they are the people 
whom it will hurt least to pay more in taxes during the development process. 
It should be noted that those whose incomes are rising fastest due to 
developmental planning are not only to be found in one particular 
sector or amongst the higher income brackets; they are scattered all 
over the economy and may also be distributed all over the income scale. 

The nature of the tax system can also be forecasted from the 
pattern of outlay in the Plan. The Second Plan, with an appreciable 
expenditure on social services and an ambitious heavy industries’ deve¬ 
lopment programme, certainly carries a large dose of inflation poten¬ 
tial. New employment, arising from a substantial increase in expen- 
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diture, would generate incomes at lower levels. This would result in 
an overdose of demand in relation to supply in various fields of acti¬ 
vity. Through differential tax rates it may be possible to reconcile the 
forces of demand and supply. This means that the government during 
the Second Plan period would continue its emphasis on indirect taxes 
and would also make necessary adjustments of direct taxes. The 
strategy that follows from these considerations was appreciated by the 
Taxation Enquiry Commission which made heroic efforts in formu¬ 
lating a taxation policy for adjusting the Indian tax system to the 
needs of developmental planning. It appears that during the Second 
Five Year Plan period, the main technique of taxation would be to 
enlarge the depth and range of indirect taxes so as to cover even some 
items of mass consumption coupled with heavy taxation of luxuries. 
This would be necessary because the development process is inherently 
inflationary, especially in the early stages, when people’s command 
over resources rises faster than the supply of final output on which 
people want to spend their additional incomes. Indirect taxation brings 
about an artificial adjustment by further raising the prices of articles 
in short supply. But pushed to the extreme, it often becomes a tool 
for mass taxation and as such it is certainly anti-developmental from 
the point of view of democratic type of planning. In addition to indirect 
taxes, there would be a good deal of emphasis on personal income 
tax, capital taxes, expenditure tax and taxes on distributed profits 
and dividends so as to tax effectively the gainers without causing more 
than minimum impairment to production. 

A large portion of the increase in income, accruing from the invest¬ 
ment during the Second Plan period, will be in agriculture and allied 
occupations. The Taxation. Enquiry Commission found that the formal 
incidence of taxation is more in urban areas (6.5 per cent) than in 
rural areas (5.3 per cent). The rural people consume only a small pro¬ 
portion of manufactured non-agricultural goods on which indirect 
taxes are usually levied and this partly explains why the incidence of 
taxation is smaller in rural areas in contrast to urban centres. To get 
more revenues from the rural folks during the development process, 
the government should not only suitably recast the present pattern of 
indirect taxes but also impose a special type of agricultural tax or a 
betterment levy in those areas where fruits of progress are evident. 
Increased agricultural productivity is vital to the smooth progress of 
the development process. In a growing economy more food is normally 
the first additional demand as incomes rise. For the sake of stepping 
up agricultural productivity the disincentive effects of agricultural 
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taxation should be neutralised as far as possible by positive subsidies 
on quality production or on the quantity produced over and above 
the normal average. 

The direct taxes should be so adjusted that they provide incentive 
for capital formation in the private sector and also bring in additional 
revenue to the government. Slightly higher rates of direct taxes are 
justified in a planned economy, because in such an economy due to 
the vigilant policy of the government, investment risks are reduced and 
profit rates may be higher or at least stable. It should be noted that 
during the Second Plan period, total consumption expenditure in India 
is expected to increase by about 21 per cent as against the increase in 
national income of 25 per cent. If tax sensitivity is taken to be unity, 
the revenues from direct taxes and commodity taxes would show a 
proportionate increase. But it is highly doubtful, if in spite of such 
proportionate increases, tax revenues would amount to Rs. 1,200 crores 
(Rs. 800 crores ordinarily expected from tax revenues plus Rs. 400 
crores for filling the gap) which would be required for making the Second 
Plan a success. Moreover, the assumption that the tax sensitivity in India 
is equal to unity (which means that people manifest an indifferent attitude 
to tax changes) is also highly questionable. 

(H) Borrowing. Borrowings from the public during the Second 
Plan period are estimated at Rs. 1,200 crores. Market loans, social 
security contribution and funds of the nationalised life insurance com¬ 
panies are expected to bring in Rs. 700 crores. Collections under small 
savings have been placed at Rs. 500 crores over the Second Plan 
period. We are of the opinion that there is a greater scope for the 
mobilization of small savings because the substantial increase in expen¬ 
diture coupled with the appreciable increase in employment during the 
Second Plan period would generate incomes at lower levels and this 
would give opportunities for enlarging the depth and range of small 
saving mobilization programme. The basic approach should be to in- 
troduce a *‘^deferred credit system^' which would convert a portion of the 
new incomes into savings either at the source or afterwards through 
persuasion and propaganda. The incomes, which flow into the “defer¬ 
red credit system”, would be utilized for development purposes and 
would be returned to the original earners (with interest payments) 
after an adequate time interval. Studies of tax payers’ psychology 
reveal that given a choice, people would prefer savings certificates to an 
increase in tax rates. 

(iii) Deficit Financing. Deficit financing has been assigned a vital 
role in India’s Second Five Year Plan. During the Second Plan period 
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it is expected that deficit financing would amount to Rs. 1,200 crores. 
K should, however, be borne in mind that against a deficit financing 
of Rs. 1,200 crores we must set off the drawing down of sterling 
balances amounting to Rs. 200 crores. The remaining deficit of 
Rs. 1,000 crores represent the net addition to currency in response to 
governments’ budgetary operations. This means that “actual” deficit 
financing (in the sense of new currency creation) would amount to 
Rs. 1,000 crores. Thus nearly 20 per cent of the total funds required by 
the Second Plan (i.e., Rs. 1,000 crores) will come from the creation of 
new money because of the application of the technique of deficit 
financing. It seems that in the face of a shortfall in domestic savings 
such a large scale of deficit financing would be inevitable in an under¬ 
developed country like India during the process of accelerated econo¬ 
mic growth. But the deficit financing, which is to be undertaken during 
the Second Plan period, should be such that the amount of money 
available to the community increases at a steady rate. Unfortunately, we 
have not paid sufficient attention to this important point. Deficit financing 
in the first two years of the Plan was about Rs. 702 crores. If the deficit 
for 1958-59 is taken to be Rs. 215 crores, the total amount of deficit financing 
for the first three years of the Second Plan would be Rs. 917 crores. 
Taking into account the fact that the Plan originally envisaged deficit 
financing of Rs. 1,200 crores, it seems that Rs. 283 crores of deficit 
financing would have to be undertaken during the last two years of the 
Plan. It appears to us that deficit financing in an uneven and irregular 
manner has brought about a “jerky” type of increase in the money supply 
and is partly responsible for the excessive dose of infiation which we are 
now experiencing. 

The price-rise, restilting from a heavy and uneven dose of deficit 
financing, can be checked either by tightening the tax structure (because 
more revenues from taxes would virtually reduce the deficit) or by the 
introduction of price control and rationing. It seems, however, that the 
Indian Planning Commission would not like to advocate the intro¬ 
duction of price control and rationing on a wide scale. In fact, the 
Commission appears to agree with Prof. Colin Clark’s idea that conti¬ 
nuing controls are likely to discourage work, hamper production, 
stimulate hoarding propensities, encourage black-market activities, 
and cannot effectively stem the forces of general inflation. Therefore, 
it is natural that more reliance would be placed on additional taxation 
as a concomitant of deficit financing policy during the Second Plan 
period. 

The ECAFE bulletin dealing with financial aspects of develop- 
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mental programmes in Asian countries reveal that in India and other 
countries of South East Asia, tax revenues are but a small fraction of 
the national income. If the tax structures are thoroughly remodelled 
then, additional revenues may be easily obtained. Looking at the 
ECAFE Report, we find that in 1950 “the ratio of current govern¬ 
ment revenues to national income was: Philippines 6 percent, India 
7 per cent, Malaya 11 per cent and Burma 15 per cent.” If this is so, 
then we may safely conclude that in India and in some other countries 
of South East Asia, there is definitely some scope for tightening the 
belt in regard to taxation. This also explains why taxation has been 
regarded as the basic pillar of developmental finance during the Second 
Plan period. In fact, taxation and deficit financing would work hand 
in hand and would provide the bulk of the financial resources of the 
Second Plan. 

Thus from an analysis of the financial resources of the Second 
Plan we find that the technique of deficit financing has been assigned 
a most distinct role for promoting economic development in a positive 
manner. The Second Plan, aiming at accelerated economic growth, 
envisages a very large amount of public expenditure, financing of which 
becomes almost impossible without a substantial amount of deficit 
financing. The Bernstein Mission (l.M.F. Mission which came to India 
during the initial phase of the First Five Year Plan and submitted the 
Report entitled “Economic Development with Stability”) had sup¬ 
ported the policy of deficit financing with certain limits for the promo¬ 
tion of economic development. Recently Prof. Kaldor in his Report on 
Indian Tax Reform has also shown that deficit financing would be a 
highly useful technique for financing economic development in India. 
It is, however, necessary to know (a) the size of deficit financing, 
(b) the proportion of public expenditure which is productive directly 
or indirectly and (c) the extent of the time lag between such expendi¬ 
ture and the resulting output. If the size of deficit financing tallies 
well with the volume of productive public expenditure and if output 
can be produced with the minimum time-lag then^ it may be possible to 
neutralize the undesirable dangers of larger doses of money supply which 
result from the application of the technique of deficit financing. 

Review of Second Plan’s Working 

During the first three years of the Second Plan, the development ex¬ 
penditure in the public sector is computed at Rs. 2,466 crores by the Plan¬ 
ning Commission. In the first year of the Plan (1956-57) the actual expendi¬ 
ture was Rs. 639 crores. The likely actual expenditure for the second and 
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third years is Rs. 846 crores and Rs. 981 crores respcsctively. Thus, while 
the average planned target of expenditure for the first three years was 
Rs. 2,880 crores, the actual expenditure would not exceed Rs. 2,466 crores 
—a shortfall of Rs. 414 crores. This shortfall in actual expenditure was 
not due to slight maladjustments in special fields of activities but was 
prominently visible under all important items including agriculture and 
rural development projects, industry and mining and the social services. 
There were, of course, a number of difficulties encountered during the 
initial stages of operation of the Plan, namely, the Suez crisis, upward 
pressure in internal prices, the acute shortage of certain basic materials 
(such as steel and cement), the retardation in the rate of growth of agri¬ 
cultural output (specially after 1953-54) due to adverse weather factors 
and the running down, at a disquieting pace, of foreign exchange assets. 
Nevertheless the shortfall in expenditure could have been minimised if 
various government departments took the decision of going ahead with 
the implementation of the basic proposals right from the commencement 
of the period of operation of the Plan and if hasty, haphazard and unco¬ 
ordinated process of departmental budgeting was replaced by an inte¬ 
grated system of departmental studies of available physical resources, 
in relation to the overall financial magnitude of the operations that have 
to be undertaken in course of the year. The most crucial problem during 
the process of ambitious type of development planning hinges on adminis¬ 
trative eflSciency. Without an adequate administrative set-up—com¬ 
prehensive in coverage and efficient in operation—^it is almost impossible 
to implement a bold plan. 

It is, however, heartening to note that investment as a proportion of 
total income seems to have increasedfrom about 9 per cent during 1955-56 to 
about 10.5 per cent during the first three years of the Plan period. It is expec¬ 
ted that by the end of 1958-59, the organized private sector would fulfil 
about two-thirds of its investment target, while public sector would 
achieve only about one-half of its target for investment. But savings as a 
proportion of national income seem to have remained constant at about 
7.5 per cent during the three years of the Second Plan. This discrepancy 
in the savings investment rates was made good by import surpluses, 
financed out of our sterling balances and foreign aid/loans. During 
the first two years of the Plan-period, the draft on our foreign 
exchange reserves was about Rs. 221 crores, and Rs. 260 crores 
respectively. 

The review of the Second Plan’s progress indicates that the up¬ 
ward trend achieved during the First Plan period in the sphere of 
primary and secondary production was more or less maintained during 
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the first two years of the Second Plan. Food production increased from 
64.8 million tons in 1955-56 to about 66.2 million tons in 1956-57 but, 
due to unfavourable weather conditions, declined to a little less than 64 
million tons in 1957-58. But it is expected that the food output during 
1958-59 would be near about 68 million tons. Sugarcane, jute, oilseeds 
and cotton recorded moderate increases. In the industrial field, the 
index of production registered an advance of about 8.8 per cent during 
1956-57 and over 9 per cent during 1957-58. 

The performance of small and cottage industries was rather poor and 
disappointing. The actual increase in the production of handloom cloth 
from mill yarn was on an average about 70 million yards though the yearly 
average production target comes to about 140 million yards (on the basis 
of the five-year target of 700 million yards tentatively fixed by the 
Planning Commission). It is really surprising that in spite of direct 
support and indirect subsidies by the government, the handloom in¬ 
dustry miserably failed to deliver the goods—^its actual production 
figure being less than half the output-goal tentatively fixed. The project 
of replacing handlooms by powerlooms did not proceed as rapidly as 
was expected; only 7,281 powerlooms were permitted to be installed 
in the fet year as against an annual target of 15,000 proposed at the 
time of the launching of the Plan. The performance of the ambar 
charka, on which much reliance was placed by a section of the 
planners, distinctly proves that it contains no magic formula for 
accelerating cloth production so as to keep pace with the growing 
needs of an actively engaged population. 

Shortages and inelasticities made a double-barrelled attack on our 
poor economy striving to upgrade itself by means of a bold Plan. 
Pressure-points and bottle-necks were visible all over the economy 
from the time of launching of the Second Plan. Deficit spending, which 
was substantially stepped up during the last two years of the First 
Plan, was further accelerated during the first two years of the Second 
Plan’s operation. A food crisis developed due to natural shortage, as a 
result of moderate plan-targets and unfavourable weather conditions, and 
also because of an artificial shortage created by hoarders, profiteers 
and black marketeers. Thus during the first two years of the Second 
Plan there was not only a larger import of food but also of capital equip¬ 
ments, required for the projects constituting the hard core of the Plan; 
in the initial stage, a few categories of consumer goods also made their 
way via the loopholes in the system of import restrictions in our 'shortage 
economy’. Consequently, a critical balance of payments situation 
developed alongside a new dose of inflation in the economy. Failure 
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of small and cottage industries to increase consumer goods output, 
transport and supply bottle-necks, inadequacy in the administrative 
mechanism and large increase in the liquid balances of the commercial 
banks (which supplied ready funds to the speculators) made the situation 
more awkward and alarming. The wholesale price index rose from 
387.3 in March 1956 to 441.8 in August 1957 (Base; Year ended August 
1939=100). The All-India working class cost of living index recorded 
on an average an increase of about 11 per cent in 1956-57, the major 
part of the increase took place as a result of a steep rise in the price of 
foodgrains. In 1957 the gap in the country’s balance of trade was Rs. 418 
crores; in 1958, Rs. 299 crores. 

The Second Plan and The ‘Crisis of Ambitiim’ 

The First Plan was criticised for being too niggardly and modest 
and, therefore, when it was successfully completed, an over-ambitious 
Second Plan was drawn up in a spirit of excessive exuberance. The planners 
concentrated too much on what could be done and too little on how it could 
be done. They brushed aside the problems of mobilising sufficient foreign 
exchange resources, of striking a balance between the rates of growth 
of different sectors, of removing transport and supply bottle-necks and 
of improving the administrative mechanism as insignificant and subsi¬ 
diary matters. In their over-ambition, they saw only the roses and 
almost forgot about the thorns beneath them. As a consequence, 
strains and stresses have developed and the Indian economy is, at 
present, in deep deep economic waters. This is certainly a “crisis of ambi¬ 
tion”. Shortages, aggravated by hoarding, have occurred in various 
sectors of the Indian economy. They distinctly demonstrate the 
economy’s inability to keep up with the growing demand from in¬ 
creasing incomes, additionally inflated by heavy dose of defleit financ¬ 
ing. What makes such continuous expansion of demand so trouble¬ 
some is the temporary rigidity of supply from domestic output. Lags 
of supply are resulting from delayed, often erratic and sometimes 
misdirected, efforts at expansion by private firms, labour troubles, 
mismanagement of public enterprises, long construction periods of 
development projects in the public sector, bottle-necks of strategic raw 
materials, and other forms of imbalance between industries and 
between sectors of the economy. 

Many of these rigidities are technologically determined; some 
arise from inadequate institutional cum technical changes in agricul¬ 
ture; others are due to the fact that economic development is a dis¬ 
continuous, rather than an organic, process however wishfully we may 
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talk of “balanced growth”. The intricate interdependence of links in 
our economy, which is widening and deepening at the same time, are 
probably too numerous to be successfully “controlled” by the present 
method of Five Year Resource Allocation cum Budgeting which we 
conveniently describe as a Five Year Plan. 

Against the background of rigidities, shortages and inelasticities— 
all of which are necessary manifestations of the growing pains of a 
developing economy— two pressure-points became distinctly visible — 
one connected with the domestic problem of inflationary pressure and 
the other concerned with the external problem of a strain on the 
balance of payments, A crisis boiled up dangerously and the critical 
balance of payments situation, that occurred during the second year 
of operation of the Second Plan, prompted the government to intro¬ 
duce a drastic cut in foreign currency reserve of the Reserve Bank 
of India and to turn around from pillar to post in search of foreign 
aid. 

In spite of government’s heroic attempts to get as much foreign 
aid as possible, foreign investment is coming in, in a slow trickle, and 
overall prospects of foreign aid “without strings attached” are not 
exceptionally bright. Cutting down the size of the Plan, or lengthening its 
duration without changing the targets simply slows down the annual 
rate of growth and naturally dampens the process of upgrading a poor, 
underdeveloped economy in a relatively short period of time. In the 
context of lags and leads, that appeared in the programmes of invest¬ 
ment in both the private and public sectors in course of the first two 
years of the Second Plan, and in the face of structural, institutional 
and technological rigidities that stand in the way of accelerated growth 
in the initial stages, mere revision or rephasing of the Plan for saving 
its hard core will not be enough. It will be necessary to re-orient the 
programmes, included in the Five Year Plan, on the basis of systematic 
and co-ordinated annual planning. The annual plans should be inter¬ 
linked in the sense that the programmes and projects included in the 
early years almost automatically lead to those planned for implemen¬ 
tation in the later years. Each year’s performance should be promptly 
scrutinised and assessed and in the light of these results the next 
year’s targets should be adjusted as far as possible. Besides, for each 
year, there should be proper co-ordination between the programmes 
envisaged for the different sectors of the economy. In short, the yearly 
one year plan must be fitted into the same year’s new Five-Year Plan, 
and both must be determined in the light of the vision given by the pers¬ 
pective plan. 
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Re-assessment of the Second Plan for the Sustenance of its Hard Core 

Ever since the Second Plan encountered rough weather, the idea 
of pruning was mooted. It is easy to talk of pruning the Plan but one 
has to painfully remember that the process bristles with innumerable 
diflSculties. Almost every major project has already been started, and 
at this stage it is not an easy job to pick and choose among them for 
early completion. Nevertheless, the Planning Commission was ultimately 
forced to introduce a revised Second Plan with more modest targets 
than before and with other necessary adjustments. This revised Plan would 
also like to maintain the original expenditure target of Rs. 4,800 crores 
(though due to the rise in the cost of projects, this sum now represents a 
substantially lower physical target). But if it is almost impossible to 
maintain this original total outlay of Rs. 4,800 crores, efforts should be 
made not to allow the level of outlay to fall below a minimum of Rs. 4,500 
crores. 

The Planning Commission’s suggestion for a revised Second Plan 
was considered by the National Development Council in June, 1958 
when it decided to split the Plan projects into two categories within the 
original total outlay of Rs. 4,800 crores. The first category, involving a 
total outlay of Rs. 4,500 crores, includes projects and programmes for 
increasing agricultural production, projects constituting the “hard core” 
of the Plan and projects which have either reached an advanced stage 
or are otherwise inescapable. The remaining schemes fall under the 
second category with a total outlay of Rs. 300 crores and are to be under¬ 
taken to the extent additional resources become available. This means 
that our planners have formulated, in the lines of the Russian First 
Five Year Plan, both a minimum variant comprising of a total outlay of 
Rs. 4,500 crores and a maximum variant comprising of a total outlay of 
Rs. 4,800 crores for our Second Plan though, on the basis of the present 
estimates, total financial resources over the Plan period would probably 
come up to Rs. 4,260 crores (of which domestic budgetary resources 
would be Rs. 2,022 crores, external assistance Rs. 1,038 crores and 
deficit financing Rs. 1,200 crores), leaving an uncovered gap of Rs. 240 
crores. In November, 1958, however, the National Development Council 
reconsidered its earlier decision. Finding the prospect of additional resources 
bleaks the Council finally fixed the total Plan outlay at Rs. 4,500 crores 
which means that the projects, included under the second category, were 
quietly dropped. 

We are painfully aware of the fact that present estimates of total 
Plan outlay at current prices, which are appreciably higher than the 
prices at the time of the formulation of the Second Plan, fails to give 
o:ie—6 
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a true picture of the physical targets to be achieved during the Plan 
period. To the layman it would appear that there is only a difference 
of Rs. 300 crores between the original Plan provision for total outlay 
(Rs. 4,800 crores) and the total outlay finally fixed (Rs. 4,500 crores). 
But, taking into account that during the first 2J years’ performance of the 
Second Plan there was a steep rise in the price level, it is obvious that 
under the present revised programme there will be heavy cuts and 
changed priorities in the sphere of physical targets which may be con¬ 
cealed behind the heroic attempts for the achievement of agricultural 
improvement and the “hard core” projects. Thus some amount of pruning 
is inevitable though the Planning Commission would not like to reveal it 
to the general public lest it misses the laurels for saving the Second Plan. 
Perhaps as things stand now we shall fulfil only about four-fifths of the Plan. 
If the original Second Plan is to be implemented in full now, after a 
sharp rise in the price level, the total expenditure would be at least 
Rs. 5,600 crores, if not more. 

We are rather amazed to find that once again the Planning Com¬ 
mission has made a purely financial approach to the problems of 
planning instead of attempting to establish a structural balance bet¬ 
ween the minimum physical targets to be achieved during the remain¬ 
ing years of the Second Plan. In its latest publication “Appraisal and 
Prospects of the Second Five Year Plan” the Planning Commission 
has virtually isolated the problems of financial platming from those of 
physical planning and has presented to the nation a very superficial 
and faulty analysis in terms of financial resources. Economic planning 
is not merely a financial crossword puzzle; it involves intricate policy- 
implications arising from attempts to synchronize physical targets, to be 
achieved, with the available financial resources. 

It is, however, gratifying to note that the Planning Commission’s 
continued emphasis on agricultural improvement and the “core” pro¬ 
jects (mainly consisting of steel, cement and power) is highly desirable 
for it will help to break the stagnation and release the dy namism of 
economic growth. It is natural that with rising prices and growing 
food shortage our thoughts should turn once again to improvement 
and reorientation of agricultural techniques. Even though the Indian 
economy is agriculture-dominated and food is our major problem, 
agriculture does not constitute the “hard core” of our ambitious Second 
Plan which puts the main emphasis on heavy and basic industries’ 
development. Steel, cement and power constitute the "core” projects 
of the Plan. They have long gestation period and are referred to as the 
'“hard core” possibly because they cause hardship to the people during 
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the years of construction. This hardship goes hand in hand with economic 
progress. The sooner we encounter it, the quicker will be our process of 
growth. 

For agricultural improvement and the sustenance of the “core’" 
projects of the Second Plan, resources amounting to Rs. 4,500 crores 
will be required over the Plan period. On the basis of the estimates made 
by the Planning Commission, total resources available over the Plan 
period amount to Rs. 4,260 crores, of which domestic budgetary resources 
would bring forth Rs. 2,022 crores, external assistance Rs. 1,038 crores 
and deficit financing Rs. 1,200 crores. Thus even to achieve the finally 
fixed total outlay target of Rs. 4,500 crores, it will be necessary to raise 
additional resources of Rs. 240 crores and once again the Planning 
Commission indulges in wishful thinking. The Commission expects that 
about Rs. 100 crores might come from additional taxation, Rs. 60 crores 
from loans and small savings and Rs. 80 crores from economies in expendi¬ 
ture and collection of arrears of taxes and loans. 

The marshalling of additional resources amounting to Rs. 240 
crores seem to be especially elusive under the present circumstances. 
How and where is another Rs. 100 crores of taxation to be raised 
when the Centre has levied every feasible tax and the States are 
unwilling to incur unpopularity? With resources so strained^ it is 
doubtful whether the finally revised Second Plan would he fully achieved. 
The Planning Commission is at present doing everything possible to 
make a success of agricultural improvement and the “hard core” of 
the Second Plan. They are courageously rejecting projects outside the 
essential category however popular and socially desirable they may be. 
In fact, for the maintenance of the basic industries and the sustenance of 
the “core” projects, the axe is being now used in a big way in the sphere 
of social services. This is certainly producing a mild shock to our democra¬ 
tic institutions and impairing the well-being of the present generation of 
our people but, at the same time, it is making them recognize starkly 
and clearly the economic imperatives of development. 

Employment and Five Year Plans 

Causes of Unemployment: Generally there are three reasons 
for unemployment in a country. Firstly, unemployment may be due 
to a fall in effective demand. Secondly, it may be due to structural 
causes (mainly arising from price-cost disequilibrium). Lastly, lack of 
capital equipment and the necessary accessories may produce wide¬ 
spread unemployment in a country. In mature western economies, 
effective demand is directly correlated to employment and a fall in 
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effective demand causes a low level of employment within the country. 
In the developed countries of the West, money wages are sticky and 
therefore changes in effective demand easily reflect changes in the 
level of employment. In India’s unorganised subsistence sector we 
have ‘profit’ wages (because most farmers are self-employed persons), 
plus a sort of ‘real wage’ (the amount of crops stored up by the farmer 
for his family consumption). This hybrid type of agricultural wage is 
much more flexible than the rigid and sticky wage of the industrial 
population of the Western countries. Therefore in India, employment 
does not change proportionately to changes in effective demand. 

Indian Unemployment: In India the problem is mainly one of 
stepping up the volume of employment opportunities through appre¬ 
ciable increases in the supply of capital equipments and through suit¬ 
able changes in the organisational set up. In India the problem of plan¬ 
ning for full employment is a stupendous one. Both the urban and 
rural areas of India contain a large number of people who are either 
unemployed throughout the year or are without employment for four 
to six months in the year. This huge army of unemployed and under¬ 
employed people is continually strengthened by the rapid growth of 
population. The higlily rural character of the Indian economy explains 
the chain reaction of many stresses and strains, caused by the immo¬ 
bility of labour, preponderance of unskilled manual workers tending 
to halt technological progress, inadequate flow of capital to rural areas, 
subsistence farming on account of the heavy pressure of population 
on land and insufficient development of rural industries to provide 
alternative employment to surplus labour. These conditions distort not 
only the entire pattern of the rural economy but spread under-employ¬ 
ment in rural occupations and seriously aggravate the problem of overall 
employment planning. 

Employment and First Plan: The First Five Year Plan was pre¬ 
pared at a time when the basic outlook of the employment front was 
obscure by post-war conditions. Therefore, the employment chapter of 
the First Plan was superficial and did not probe deeply into the problems 
and remedies for memployment. By early 1953, the post-war conditions, 
which painted a cheerful picture of the employment front, gradually 
disappeared and the Planning Commission, faced with grim reality, 
had to devise additional measures for increasing employment in the 
country. For financing additional projects with considerable employ¬ 
ment potentialities, an addition of Rs. 309 crores was made to the origi¬ 
nal planned outlay of Rs. 2,069 crores. 

The Planning Commission also issued toward the end of 1953, 
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the 11 point programme for expanding employment opportunities. The 
following are the main features of the 11 point programme: (i) estab¬ 
lishment of work and training camps at places near irrigation and power 
projects and construction works for providing employment opportu¬ 
nities; (ii) special assistance to be given to individuals or small groups 
of people for establishing small industries and business; (iii) training 
facilities to be expanded in those lines in which man power shortage 
at present exists; (iv) active encouragement to be given to the products 
of cottage and small scale industries through sympathetic stores pur¬ 
chase policy by public authorities; (v) as large number as possible of 
adult schools in towns and one-teacher schools in villages to be opened 
or encouraged to be opened; (vi) National Extension Service to be rapidly 
extended because it contains great employment potential; (vii) road 
transport to be developed; (viii) slum clearance schemes and programmes 
for construction of houses for low-income groups in urban areas to be 
implemented; (ix) private building activities to be encouraged; (x) re¬ 
fugee townships to be provided planned assistance; {xi) the First Five 
Year Plan to be suitably modified in order to give preference to these 
programmes which have immense employment potentiality. 

In spite of the announcement of this ambitious programme, the 
First Plan could do very little toward solving the problem of unemploy¬ 
ment directly. It is well known that the problem of employment in an 
underdeveloped economy is a vital aspect of the development problem 
which, in turn, is closely associated with the rate at which aggregate 
investment takes place. During the First Plan period aggregate invest¬ 
ment was not sufficiently stepped up, capital formation lagged behind 
the minimum requirements of the community and as a result the 11 
point employment programme could hardly get into swing. Therefore 
it is not at all surprising to note that direct employment generated during 
the First Plan period was of the order of 4.5 million. (This, of course, 
excludes indirect employment in trade, commerce, etc.) However, the 
First Plan enabled the Indian economy to achieve a high degree of stabi¬ 
lity so that with the inauguration of the Second Plan the government was 
in a position to pay more attention to employment and growth problems. 

Employment and Second Plan: It has been estimated in the 
Second Plan that 15.3 million jobs have to be created during the Plan 
period if unemployment is to be eradicated from the Indian economy. 
The Planning Conunission, after analysing the National Sample Survey 
statistics, was of the opinion that at the time of the launching of the 
Second Plan, the bak-log of urban rmemployment was about 2.5 mil¬ 
lions. To this bak-log, 3.8 millions of new entrants to the urban labour 
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force (because of the increase in the rate of urban population growth) 
were added. Thus the figure of urban unemployment stood at 6.3 millions. 
The recent Agricultural Labour Enquiry revealed that during the con¬ 
cluding stages of the Plan, agricultural unemployment was of the order 
of 2.8 millions. To this bak-log of 2.8 millions, the Planning Commis¬ 
sion added 6.2 millions of new entrants to the rural labour force. Thus 
the rural unemployment figure stood at 9 millions. Therefore the prob¬ 
lem is whether the Second Plan would be able to create a little over 15 
million new jobs so as to provide employment to about 6 million urban 
and 9 million rural unemployed workers. So far, during the first three 
years of the Plan, only 2.5 million new jobs have been created. The 
Central Committee on Employment has estimated that the back-log of 
unemployment at the beginning of the Third Plan would be 7 million. 
When to this is added 14 million new entrants, who are expected to 
reinforce the labour force, the unemployment figure during the Third 
Plan jumps to 21 million. 

Two Types or Employment: Before the question regarding the 
employment potentiality of the second Plan is fully answered, it will 
be necessary to distinguish between two types of employment which 
can be created by means of developmental expenditures. The First 
type of employment brings about a net addition to the total product 
produced by the country and is therefore usually called economic (pro¬ 
ductive) employment. The Second type of employment, known as “relief 
employment”, provides employment and income but does not contri¬ 
bute really and independently to the net product produced by the society. 
“Relief employment” is most useful from the society’s point of view 
if it takes place in simple types of construction projects, e.g., road and 
bridge building, dam construction, etc. This is because such construction 
projects not only generate new incomes but also produce high incre¬ 
ments of social net product and thus enhance the socio-economic welfare 
of the nation. 

But if “relief employment” is obtained through an expansion of 
cottage and household industries, producing at a higher cost imperfect 
substitutes for factory produced goods, then hardly any increment to 
social net product accrues from this sector. The increase in employment, 
resulting from subsidized and specially protected cottage and household 
industries development, cannot be regarded as a substantial addition 
to “economic” employment. It is of the nature of “relief employment” 
and can be very well compared with the different types of expenditures 
on unproductive projects undertaken by mature economies for combat¬ 
ing depressions. 
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Critical Estimate of Second Plan’s Employment Policy: The 
basic strategy of the Second Five Year Plan clearly shows that the Plan¬ 
ning Commission is concerned with the creation of as many jobs as 
possible, with the emphasis on “relief” type of employment. The tech¬ 
nique of development of heavy industries simultaneously with cottage 
and household industries was originally conceived by Prof. Mahalanabis. 
To solve the twin problem of rapid industrialization and liquidation 
of unemployment. Prof. Mahalanabis in the draft Plan Frame proposed 
“to increase purchasing power through investments in heavy industries 
in the public sector and through expenditure on health, education and 
social services; and to meet the increasing demand for consumer goods 
by a planned supply of such goods”. The “Mahalanabis strategy” became 
the corner stone of the Second Plan. It was discovered that heavy indus¬ 
tries would utilize most of the available capital but would not provide 
adequate employment opportunities. The little capital that would remain 
after heavy industries development would not be sufficient for a marked 
expansion of organised con.sumer goods industry. Therefore the main re¬ 
liance was placed on cottage and household industries for ensuring a plan¬ 
ned supply of consumer goods and for solving the unemployment problem. 

But the household and cottage industries, utilizing outdated tech¬ 
niques and outmoded implements, were unable to compete freely with 
the organised consumer goods industries producing the same products. 
Therefore it was decided to subsidise heavily the household and cottage 
industries and to impose a “blanket” ban on the expansion and deve¬ 
lopment of “factory” type consumer goods industry. The net result 
of this policy, as has been clearly indicated by the first three years’ ope¬ 
ration of the Second Plan, has been that there was some increase in 
employment of the “relieF’ variety without substantial addition to the 
output of consumer goods and this was uneconomic from the longrun 
point of view. Now that it is almost certain that all the programmes 
originally included in the Plan are not going to be implemented in full, 
it will be better if the Planning Commission slightly recast the pattern 
of investment so that the organised consumer goods industry, utilizing 
better techniques than the household concerns, is able to retrieve its 
position. B^ter techniques always pay in the long run because they in¬ 
crease productive capacity and reduce cost of production. 

This does not mean that we are totally condemning the policy of 
expansion and development of cottage industries during the Second 
Plan period. We are of the opinion that “agro-type” of cottage indus¬ 
tries connected with dairy-farming, poultry-farming, bee-keeping are 
quite important in the unorganised sector of an underdeveloped economy 
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because these industries provide productive employment opportunities 
and can be easily dovetailed to agriculture. The cottage and small units 
like foundries, forge shops, electroplating and galvanizing shops are 
known as “feeder” industries and they also have a distinct role to play 
in a rapidly industrializing economy. In a growing economy, with the 
emphasis on the development of agriculture, transport and industry, 
“service” type of cottage and small industries (like repair shops for 
automobiles, bicycles, tractors and other machineries) are also essential. 
“Agro-type” of cottage industries, the small units which serve as “feeders” 
and “service” type small industries provide economic employment and, 
therefore, need further expansion during the Second Plan period. It is 
heartening to note that the Planning Commission, in the final drafting 
of the Second Plan, has given some amount of attention to this problem. 

It would have been much better if at the time of the formulation of 
the Second Plan, the volume of investment in the heavy industries was 
slightly reduced and the released capital utilized for the expansion of the 
organised consumer goods industry. This would have checked the infla¬ 
tion by producing an increased stq>ply of consumer goods and would have 
created gainful, productive and economic employment opportunities to 
the unemployed. The Planning Commission should have spent more 
time in synchronising the employment and output targets of the Second 
Plan with the availability of real resources—both internal and external. 
If these things were done, much of the present strains and stresses could 
have been avoided. 

As we have already seen, the magnitude of the unemployment 
problem is alarmingly high in India. Economic employment in the 
growing heavy industries, somewhat more expanded organised con¬ 
sumer goods industries, “agro-type” of cottage industries and “feeder” 
and “service” type of small industries will not substantially solve the 
problem of unemployment. Therefore some amount of “relief” employ¬ 
ment will be necessary. It will be better to concentrate on “relief” employ¬ 
ment connected with the building of roads, digging of wells, construction 
of drainage systems, fencing of grazing lands, clearing and pr^aration 
of wasteland and other labour-intensive type of jobs in the rural areas, 
than to rely on employment of the “relief” variety, resulting from sub¬ 
sidised development of inefiScient cottage and household industries. 
Relief employment, generated by labour-intensive work-projects, will 
be a boon to the society because unemployed and under-employed 
persons will be put to work. In most cases the work-projects and the 
simple capital construction programmes would indirectly add to the 
net product produced by the community. 
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The Planning Commission, while drafting the final version of the 
Second Plan, showed enough farsightedness in chalking out an effective 
programme of simple capital projects, specially in the community deve¬ 
lopment areas, for providing “relief” employment. The Commission 
also appreciated, to some extent, the importance of small “feeder” 
and “service” industries and “agro-type” of cottage indristries during 
the development process but was unable to broaden its horizon and 
slightly remodel the rigid “Mahalanabis strategy”. If only a small 
portion of the investable funds were diverted from heavy industries 
development to organised consumer goods industries, the pace of eco¬ 
nomic growth would have been slightly dampened but immense bene¬ 
fits would have resulted from such a policy. The volume of gainful 
and economic employment would have ultimately increased, moderni¬ 
sation of plants and introduction of better techniques would have en¬ 
hanced the productive capacities of organised consumer goods industries 
and this, in turn, would have created a greater supply of consumer goods 
and substantially checked the inflationary forces in the economy. 

Comparative Analysis of the First and Second Plans 

The First Plan was not a plan for rapid industrialization. It was 
mainly concerned with the solution of the problems arising from war 
and partition which were threatening the stability of the country. In 
fact, the First Plan was formulated in a period of general shortage, 
including shortages in the agricultural field. Necessarily the Plan aimed 
at revitalising and reorganising subsistence agriculture and for this 
purpose introduced a moderate dose of institutional changes on the 
agricultural front and was partially successful in raising the develop¬ 
ment potential of the agricultural sector. It was, however, unable to 
grasp fully the techniques of rapid industrialization and actual expen¬ 
diture for industries fell short of the planned target, mainly because 
of administrative delays and shortages of capital equipment and tech¬ 
nical personnel. It appeared that in the industrial field the First Plan’s 
main task was the fuller utilization of excess installed capacity. The 
First Plan made a belated attempt in the closing stages for solving the 
problem of unemployment and could achieve little success in spite of 
an ambitious 11 point programme and a revision of planned expen¬ 
diture mainly because of a lack of synchronisation between the employ¬ 
ment targets and the availability of real resources. Most spectacular 
achievement of the First Plan was the solution of the food shortage 
but this again was more a result of favourable monsoons than of agri¬ 
cultural planning. In the sphere of financial resources, the First Phm, 
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with its stability approach tackled the problem of financial planning in 
a most cautious manner. In the field of taxation, an appreciable “squeeze’" 
and substantial “tightening of the belt” were apparently absent. Bor¬ 
rowing and small savings campaign were not sufficiently boosted up. 
All available external assistance was not fully utilized and the dose 
of deficit financing appeared to be modest in view of the fact that the 
First Plan sought to promote economic development. Because of these 
shortcomings, the First Plan only created the atmosphere conducive 
to the success of future development plans and was unable to initiate 
a “decisive transformation” of a stagnant economy into the “take off” 
stage. 

Recently Prof. Rostow has defined the “take off” stage as that 
stage of economic development which would require a rise in the rate 
of productive investment to over 10 per cent of the national income 
and build up a substantial industrial sector. During the First Plan period, 
the average rate of investment works out at about 6 per cent of national 
income and there was almost no appreciable development of the indus¬ 
trial sector. This conclusively proves that our lagging underdeveloped 
economy was not lifted up to the “take off” stage of decisive economic 
development. The bold and ambitious Second Plan aims at achieving a 
rate of investment which would be about 11 per cent of the national income 
and also expects to expand the industrial sector in an appreciable man¬ 
ner. If these expectations are fulfilled, India might enter the “take off” 
stage of “decisive economic growth” which within 30 to 40 years might 
transform the Indian economy into a mature economy and might even¬ 
tually put it on the path of automatic and sustained growth. 

While the accent in the First Plan had been on agriculture, the 
Second Plan particularly emphasises industrialization, since it is con¬ 
sidered that the chronic evils of poverty, unemployment, under-employ¬ 
ment and inequality cannot be rooted out without rapid industriali¬ 
zation. The First Plan was extra modest, too niggardly and was perhaps, 
too much tied to the apron strings of the financial experts who were 
more concerned with stability than rapid growth. The Second Plan 
represents a much bolder and bigger effort at developmental planning. 
It envisages an almost doubling of the public development expendi¬ 
ture target (from about Rs. 2,400 crores in the First Plan to Rs. 4,800 
crores in the Second Plan) as also the general investment target for 
the entire economy (from Rs. 3,100 crores to Rs. 6,200 crores). Not 
only the expenditure targets of the Second Plan are set at much higher 
levels than under the First Plan but the import-intensity is also higher 
because of the stress laid on heavy industry. The First Plan did not 
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directly refer to the objective of “full” employment. It only recognised 
the need for utilising idle labour, as far as possible, for the purpose 
of development. India’s Second Plan recognises the social responsibi¬ 
lity of the State to maintain the unemployed and to strive for the achieve¬ 
ment of “full” employment as speedily as possible. Nevertheless the 
employment goal of the Second Plan will be difficult to achieve as it 
is based on inaccurate estimates of real resources, both internal and 
external, and because it is linked to a pattern of investment which 
is primarily concerned with the job of accelerating capital formation 
by emphasizing heavy industries. 

It would have been better, and the growing pains of rapid deve¬ 
lopment would have been considerably reduced, if at the time of the 
formulation of the Second Plan the implications of the import-intensity 
of the large-scale developmental expenditures were fully worked out 
and safeguards were made for the subsequent pressure on the balance 
of payments. More attention should have been given by the planners 
for chalking out co-ordinated programmes so as to achieve thorough 
institutional changes in agriculture and substantial increase of agri¬ 
cultural output. This is because a rapidly developing industrial sector 
cannot thrive unless production of food and raw materials is appreciably 
enhanced. The ambitious nature of the Second Plan, coupled with 
a grim determination to put the Indian economy on the “take off” 
stage of economic growth, has also given rise to serious problems of 
financial planning. In spite of a heavy dose of deficit financing, borrow¬ 
ing campaigns for tapping people’s savings and some amount of external 
assistance, a stiff tightening of the tax-payers’ belts has become necessary 
during the Second Plan period. 



Chapter 7 


LESSONS OF THE SECOND PLAN 
AND AN APPROACH TO THE 
THIRD PLAN 


We are now more than half-way through our Second Five Year 
Plan and it is time that we consider the size and the pattern of the next 
Plan and the resources which are likely to be available for it. Planning 
is anyhow a continuous work, each phase preparing the ground-work 
for the next and experiences gained now helping us to adjust planning 
techniques and the size and shape of future plans. The method, tech¬ 
nique and approach to the Third Plan should be built on the lessons 
of the Second Plan. 

Lessons of the Second Plan 

The Second Plan depended too much on the science of statistical 
calculation, as a matter of fact, it started from the rather odd end of 
the planning ladder, namely, national income, and then worked out 
its calculations backwards to find out the possible size of the plan and 
last of all grafted the departmental development schemes to the broad, 
general framework. Basically, the Second Plan somewhat under-empha¬ 
sised the development of the agricultural economy as a result of which 
the allocation for agriculture was rather inadequate. The Second Plan 
had assumed a population growth rate of 1.25 per cent per annum. 
But recent findings have shown that this was a serious under-estimation. 
It appears that the population growth rate is near about 2 per cent. The 
Second Plan miserably failed to take into account the uncoiling of demand 
for foodgrains by this continuously growing population. Therefore food 
production, which is fighting a plucky battle against natural calamities 
and is very slowly moving up, cannot cope with the demand for food- 
grains which is moving up very fast under the double pressure of indus¬ 
trial development and population growth. Hence the food problem 
remains intractable. 

In the Second Plan the cottage and handicraft industries were both 
over-emphasized and sentimentalised. Now after their poor performance 
it is pretty clear that the indirect subsidy that was given to them was 
certainly out of proportion to their employment potential and produc- 
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tive capacity. On the employment front the Second Plan’s performance 
has deiinitely fallen short of the target. Only 2.S million jobs have been 
created during the first three years of the Plan. Thus at the end of the 
Second Plan, there will be a substantial addition to the backlog of un¬ 
employment which existed at the Plan’s beginning. Due to technical 
defects, under-estimations, sentimentalities, lack of organizational 
ability and proper discipline in work, a host of problems has cropped 
up and pressure points have developed throughout the economy. 

Approach to the Third Plan 

It is against this background of lessons of planning experience that 
we should make an approach to the Third Plan. The first and foremost 
task during the Third Plan period would be to reorient the entire programme 
dealing with land reforms and policy and to increase appreciably the volume 
of investment for the agricultural sector. Concentration of greater efforts 
and resources on agriculture than before will help to accelerate industrial 
development more than would otherwise have been possible, because 
it would gradually solve the food problem and ultimately bring about 
a rapid expansion of the pool of resources itself. In a country like ours, 
possessing a surplus population, additional food production can be 
effectively used for bringing about the utilisation of the army of surplus 
labour available in the agricultural sector for the purpose of capital 
formation in important sectors of the economy, including agriculture 
itself. Thus agriculture is to be the base of the Third Plan. 

Secondly, it should be remembered, at the time of the formulation 
of the Third Plan, that production of capital goods can be accomplished 
not merely in the heavy industry sector but also on a labour intensive 
basis in the organised consumer goods sector. Machine building should 
be Ota primary aim during the Third Plan period but that does not mean 
that we shah only concentrate on steel-making machinery, cement¬ 
manufacturing units and other heavy machineries. It is equally important 
to manufacture smaU-sized, technically efficient machines for small 
establishments supplying essential consumption goods; it is also neces¬ 
sary to produce small tractors and simplified versions of modern agri¬ 
cultural implements used in the West. 

Thirdly, the next Plan has to be big in size simply because, as a result 
of rapid population growth, the number of sharers of the cake of national 
income is fast increasing. The death rate is on the decline while there 
is no flagging in the birth rate. This is steadily pushing up the survival 
rate. Rapid economic growth, accompanied by ambitious planning, is 
necessary to meet the requirements of a rising population in a low-income 
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country like ours. In the context of foreign exchange difficulties and 
other types of stresses and strains that have already developed in our 
economy, it is certainly not an easy task. Moreover the problem of in¬ 
ternal resources threatens to be equally stubborn. Therefore our next 
Plan should not be unduly large. A moderately big Third Plan is required 
and its major emphasis should be on population planning. 

Fourthly, the Third Plan has to be employment-oriented. Large 
parts of the Plan will have to be labour intensive if the planners are 
serious about checking growing unemployment in our economy. Up 
to now the Government have mostly created employment of the “revolv¬ 
ing” variety {i.e., employment which comes to an end with a certain 
phase of capital construction) or of the “relief” type (which provides 
work for its own sake but does not add to-the net product produced 
by the society). During the Third Plan period, in addition to these two 
types of employment, the Government should make it a point to create 
more employment of the “sedimented” type (/.e., employment which 
is created on a stable basis with the help of the capital constructed) 
because this variety of employment is most conducive for accelerating 
and sustaining the process of economic development. 

Last but not the least, the success of the Third Plan hinges mainly 
on our organizational ability. Organizational ability is concerned with 
efficiency in work and the discipline of joint participation. Without 
organizational ability and discipline in work the proposed agrarian 
reforms, with joint co-operative farming as its kingpin, will prove to 
be a sham show and spoil the base of the Third Plan. 

Pattern of the Third Plan 

These broad reflections on the possible approach to the Third 
Plan will now enable us to chalk out a rough pattern for it. Since the 
rate of capital formation ultimately determines the rate of growth of 
national income and because investment in heavy industries is a basic 
determinant of the rate of capital formation in the economy, the emphasis 
on heavy industries is to continue during the Third Plan period but 
machine building should be more important than creation of new steel 
plants and cement manufacturing units. Substantial investment in agri¬ 
culture is also required for effectively transforming the rural social struc¬ 
ture into an institutional frame work which would appreciably increase 
agricultural productivity. Concentration on agriculture adds to the 
total pool of resources, facilitates capital formation and indirectly helps 
industrial development. 

Let us fix our target for the rate of growth of national income per 
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annum somewhere between 3 and S per cent. We shall utilize a signi¬ 
ficant portion of the total investable surplus for heavy industries and agri¬ 
cultural development which would accelerate capital formation and help 
us to achieve our target rate of growth. The remaining portion of the in¬ 
vestable surplus would be utilized for the development of those small indus¬ 
tries which require only a small amount of fixed capital, depend on simple 
but technologically efficient methods of production and are mostly of the 
labour-intensive type. It is, of course, true that “reinvestment potential” 
of these small units is rather poor because profits accruing to them are 
exceptionally low and because it is a tough job to mobilize the “tit bits” 
of profit earned by numerous small establishments scattered all over 
the economy. Due to low “reinvestment potential” the small indus¬ 
tries will not be able to accelerate the growth process but will generate 
new employment opportunities and will appreciably add to the volume 
of currently produced output. 

Size of the Third Plan 

All this means that the basic logic of the Second Plan should con¬ 
tinue to be the guiding principle of the Third Plan though, as a result 
of experiences gained, modifications here and there may be required. 
Necessarily the Third Plan has to be moderately big in size. A small 
Plan, chiefly for the purpo.se of consolidating our position, sounds well 
but is perhaps an extra-ordinarily sober and unimaginative proposi¬ 
tion under the present circumstances. The urgency for development, 
and hence the need for a moderately big Plan, is heightened not only 
by the long period of stagnation and arrested economic growth but 
mainly by pressure of population and the threatening upsurge in urba¬ 
nization. A stand-still, small Plan for the purpose of consolidation will 
bring about a slackening of efforts and put the development process 
on the reverse gear. Moreover, our achievements so far are not so big 
that we shall require five years for consolidation. The spill-over of un¬ 
finished projects and the back-log of unemployment will be quite large 
even after the completion of the Second Plan. By the end of the Second 
Plan, our foreign debts will amount to about Rs. 1,300 crores and in 
the Third Plan period not only about Rs. 60 crores will have to be pro¬ 
vided annually as interest but nearly Rs. 423 crores will have to be repaid. 
With these liabilities will it not be almost suicidal to pause for consoli¬ 
dation with a small, stand-still Plan? Moreover, it should be remembered 
that for a low-income underdeveloped country like ours there is a cri¬ 
tical rate of investment which is moderately high and from which there 
can be no retreat. 



96 


INDIAN ECONOMY—ITS NATURE AND PROBLEMS 


For obtaining satisfactory results in terms of increases in national 
income and employment, the investment outlay for the Third Plan 
will have to be at least Rs. 9,900 crores at 1952-53 prices (j.e., Rs. 
10,990 crores at present prices) as in the projection given in the Second 
Plan. A stand-still Plan, which emphasizes the task of consolidation 
and seeks to maintain the present rate of investment (/.e., investment 
at the rate of 11 per cent of national income), will require an investment 
outlay of Rs. 7,500 crores (at 1952-53 prices). A moderately big Plan, 
which we support, will require stepping up of investment to a rate of 
14 per cent of national income if its size, in terms of total investment 
outlay, is to be Rs. 9,900 crores at 1952-53 prices (i.e., Rs. 10,990 crores 
at present prices). Thus roughly speaking the size of our Third Plan should 
be near about Rs. 10,000 crores. 

Resources for the Third Plan 

Having framed the Third Plan on the basis of our minimum needs, 
we now turn to the problem of mobilization of resources. It is perhaps 
too early to provide detail informations on this account. Therefore we 
shall discuss it in broad outlines. 

What is most important from the point of view of resource-mobi¬ 
lization for a development Plan is the achievement of a broad balance 
between the increase in demand and the increase in supply of resources 
as a result of the investment programme included in the Plan. In an 
agriculture-dominated under-developed economy like ours, on the 
demand side the crucial factor is the propensity to consume food- 
grains by our growing population; on the supply side, the vital factor 
is the realisable rate of increase of foodgrains production. Any imba¬ 
lance between these two factors make the problem of resource-mobiliza¬ 
tion awkward and the implementation of the Plan extremely difficult. 
Therefore in a developing economy, with a growing population and an 
agricultiural system dependent on the vicissitudes of nature, resource- 
mobilization would require a double-barrelled attack—efforts are to be 
directed for a sustained increase in the output of consumer goods 
in general, and of foodgrains in particular; simultaneously with this, 
taxation and controls are necessary to impinge on addition^ consump¬ 
tion likely to arise out of new incomes generated by developmental 
expenditures. 

Resource-mobilization—which involves thorough institutional 
changes, specially in the agricultural sector, for increasing productivity 
and which emphasizes taxation and controls—is ultimately bound up 
with organisational efficiency. More resources can be found only if the 
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response of the rural sector in terms of both production and savings is 
adequate and this is, at bottom, an organisational problem. 

The average of domestic resources available (apart from deficit 
financing) for the period of the Second Plan works out, in fact, to Rs. 
400 crores a year. (This, of course, includes all the new plans and addi¬ 
tional efforts which have been or are to be directed during the Second 
Plan period in spheres of taxation, borrowing, small savings, etc.) When 
the Third Plan is launched, a part of the revenue resources of the Centre 
and the States will be absorbed in “committed” expenditure, i.e., in 
expenditure for maintenance of the social services built up during the 
Second Plan and for service of the increased internal and external debt. 
Therefore it appears that net domestic resources available for the Third 
Plan will be correspondingly smaller unless innovations are successfully 
introduced in the fields of taxation, borrowing, small savings, etc. In 
the rural sector, with the help of new innovations, holdings above five 
acres should be made to pay additional tax revenues but the progressive¬ 
ness of such taxation should, on no account, affect adversely the incentives 
in this sector to produce or market more. In the urban sector, the yield from 
direct taxes needs to be improved. There is tax evasion as well as escape 
from the tax net altogether. It appears that there is scope for additional 
taxation of urban incomes in the range of, say, Rs. 10,000 to Rs. 25,000 
per annum. Compared to other countries, tax payers in our country, 
falling within the above mentioned income bracket, pay a much smaller 
share of total income by way of direct taxes. Insurance scheme among 
the agriculturists, cess on cash crops, provident fund cum compulsory 
insurance scheme for urban labourers, birth tax and additional taxa¬ 
tion on luxury and semi-luxury consumption in the urban sector are 
a few suggestions which may be experimented during the Third Plan 
period. The scope for deficit financing is somewhat limited unless a 
miracle occurs and the food situation substantially improves when the 
Third Plan starts operation. 

External assistance, assumed in the Second Plan to be Rs. 800 
crores, is likely to come up to Rs. 1,300 crores (roughly Rs. 1,000 
crores in foreign currencies and Rs. 300 crores in rupees) by the end of 
the Second Plan. The burden of the repayment of this during the Third 
Plan would be about Rs. 600 crores in foreign currencies, and Rs. 123 
crores in rupees. If net foreign assistance can be counted on at the same 
scale as for the Second Plan, it would have to be near about Rs. 2,000 
crores (roughly Rs. 1,500 crores in foreign currencies and Rs. 500 crores 
in rupees) during the Third Plan period. It seems wise, on socio-political 
grounds, to stick to a minimum estimate of foreign assistance during the 
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next Plan and to place it in the range of Rs. 2,000 crores. For this would 
help us to appreciate the whole situation more realistically and enable 
us to take bolder steps and more energetic measures on the front of 
domestic resources. A moderately big Third Plan of about Rs. 10,000 
crores is necessary to make the economy break the “development barrier” 
during our life time. Resource-mobilisation is, of course, its crucial 
plank but, here also, it should be remembered that the process of mop¬ 
ping up of domestic resources holds the key, while external assistance 
sets the pace of development. 



Chapter 8 


A SURVEY OF DEVELOPMENT 
PROJECTS 

With Special Reference to Community 
Development and Irrigation cum 
Power Projects 


Developmental planning brings about changes on a wide front 
and may prove to be quite successful if proper emphasis is laid on com¬ 
munity development and irrigation cum power projects. In India, the 
work on Community Development Projects was started after indepen¬ 
dence primarily for encouraging the rural folks to utilize scientific me¬ 
thods of production and the main emphasis was on joint efforts for 
common ^nefits. The Community Projects, at the time of launching, 
were regarded as the most effective symbol of new India and were ex¬ 
pected to achieve a “human revolution”. But the first five years’ per¬ 
formance of the first series of the projects shows that those who were 
better off have benefited more than those who were not. Too much 
dependence on government initiative and assistance is the marked feature 
in the Project areas', while one sadly misses an equally strong sentiment 
■of self-reliance and initiative, whether individual or co-operative. Never¬ 
theless, by the end of the third year of the Second Five Year Plan, the 
Conununity Development Programme served about 300,000 villages with 
a population of 165 million. With the commencement of the Third 
Plan, it is expected, that community Projects, developed on the basis 
of “democratic decentralisation”, will be tagged to the programme 
of joint co-operative farming for the purpose of “dynamising” the 
rural sector of our economy. 

Development of irrigation and power projects are vitally necessary 
in the course of planning for accelerated economic growth. Irrigation 
and power projects help to develop agriculture, establish new industries 
and extend transportation facilities. These projects, by inducing new invest¬ 
ments in their vicinity and by opening up new markets, can quickly 
develop a “dq)ressed” area. The multi-purpose river-valley projects 
are to be specially noted in this connection. In India, for instance, with 
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the completion of the multi-purpose Damodar Valley Project, a “new 
look” is being imparted to the underdeveloped areas of West Bengal 
and Bihar, lying in the Damodar Valley basin. The Damodar Valley 
and other multi-purpose projects will provide nuclei around which new 
townships will be developed and new commimities will be formed. 

Community Development Projects 

(i) Objectives. With the commencement of India’s First Five Year 
Plan, the Indian Government decided that the Community Develop¬ 
ment Programme would serve as the basic approach for producing a 
direct impact on the poverty of the rural people. The whole Progranune 
hinged on a multi-purpose village level worker who was specifically 
trained to carry new techniques and ideas to the villagers. The first 
series of the Community Development Projects were launched in India 
on October 2nd, 1952, for the fulfilment of the following basic 
objectives;— 

(a) Co-operative effort is to be made by the people for the estab¬ 
lishment of at least one multi-purpose co-operative society in every 
village or groups of villages which are to be covered by Community 
Development Projects. 

(h) Villagers are to work in an organised manner on projects of 
common benefit, such as roads, tanks, schools, health centres, etc. 

(c) Increased employment and increased production are to be achieved 
by the application of scientific methods to agriculture, animal hus¬ 
bandry, fisheries and subsidiary cottage industries. 

In short, the Community Development Programme makes a com¬ 
prehensive approach to the social and economic aspects of rural Ufe 
and includes within its scope activities relating to agriculture, co-opera¬ 
tion, animal husbandry, minor irrigation, cottage industries, health and 
social education. 

(fi) Organisation, Operation and Administration. Community Deve¬ 
lopment Projects in India constitute the most unique experiment in 
developmental planning. Probably they have greater psychological 
value than some other forms of recommendation which are statistically 
more impressive. The Planning Commission had allotted Rs. 90 crores 
in the First Plan for Community Development and National Extension of 
which only about Rs. 46 crores were spent. The Second Plan envisages 
an expenditure of Rs. 200 crores on National Extension Service and 
Community Development Projects. Almost simultaneously with the 
inauguration of the Second Plan, the Government of India created a 
separate Ministry of Community Development and appointed Mr. S. K. 
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Dey, former administrator of Community Projects, as Minister of State 
for Community Development. 

The projects are broadly divided into two categories: (a) The 
basic projects:—^These are mainly concerned with increasing agricul¬ 
tural production by the application of better technique of cultivation. 
In addition to agricultural improvements, some of the basic projects 
also deal with public health, education and road construction. Each 
basic project area is divided into three development blocks, each block 
extending over hundred villages. On an average each project is cover¬ 
ing about 2 lakhs of population, 500 square miles of area and 1,50,000 
acres of cultivated land, (b) Composite projects:—These projects 
endeavour to develop simultaneously agriculture and small industries. 
Their purpose is to provide fulltime jobs to agriculturists. 

For each Community Project there is a project executive officer 
whose head quarter is very near to the project. Under him there is one 
block development officer for each block within the project. The 
project officer and the block officer are assisted by twelve technical 
experts whose primary duty is to prepare a comprehensive programme 
of intensive development in the project area. However, most important 
person is the multi-purpose “Gram-Sevak” or the village level worker 
who remains in constant touch with the inhabitants of a group (4 to 
5) of villages which lie imder his jurisdiction. The work of the Com¬ 
munity Development Organisation in every state is co-ordinated by the 
different Project Advisory Committees and the State Development 
Committee. The Minister in charge of Community Development is at 
the apex of the administrative set up. In the states, their respective 
Development Commissioners are responsible for the execution of 
different projects. 

It should be emphasized here that the unit of operation in the 
Community Development Programme is the development block which 
represents, on an average, 100 villages with a population of 60,000 to 
70,000 spread over an area of 150 to 170 square miles. Under the 
pattern which was followed between 1953-54 and 1957-58 every new 
development block was first taken up under the more modest National 
Extension Service programme. After a period, which varied from one 
to two years, in most of these areas a programme of intensive develop¬ 
ment was expected to be undertaken for about three years. The areas 
were then expected to enter the “post-intensive phase” and to continue 
indefinitely without special help from the Community Development 
budget. Recently the Central Committee on Community Development 
has proposed a revised programme under which it is intended to 
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replace the existing three phases by two stages of five years each. This 
is expected to accelerate considerably the tempo of development in 
the Community Project areas. 

(iii) Programmes. The main fields of activity in the Community 
Projects are agricultural improvement, development of communica¬ 
tions, extension of educational and public health facilities. The Projects 
are also to be utilized for promoting employment, imparting vocational 
training and increasing social welfare of the people. 

(a) The agricultural programme alms at reclaiming available virgin 
and waste land. Minor irrigation works are also emphasized. Improved 
seeds, special type of fertilizers and better technique of cultivation are 
utilized for increasing the productivity of the soil. 

(b) The road programme is designed to link up every village in the 
project area with a main road maintained by the state. These feeder 
roads are to be built mostly with the voluntary labour of the villagers. 

(c) Health and educational programmes are also expected to play 
distinct roles in the Community Development areas. In addition to the 
expansion and improvement of primary and secondary education, con¬ 
crete attempts are to be made to impart vocational and technical training 
to as many people as possible. The health organisation consists of primary 
health units in each development block, and a secondary health unit, 
consisting of a hospital and a mobile dispensary, at the head quarters 
of the project area. 

(iv) Finance. Community Development Programme is financed by 
the Community Project Administration, the State Governments and 
the U.S. Government’s T.C.M. aid. In the First Plan Rs. 90 crores were 
set apart for Community Development and National Extension, but 
the actual expenditure incurred was about Rs. 46 crores. The Second 
Plan makes an allocation of Rs. 200 crores for the same purpose. 
During the first 18 months of these Projects, actual expenditure 
incurred was unusually low mainly because of the initial obstacles and 
administrative delays. In the first six months—October, 1952 to March 
1953—barring two exceptions (in Orisfsa and U.P.), rate of expenditure 
ranged between 0.5 and 2.5 per cent of the Project’s budget. During 
the next year, there was noticeable improvement but the tempo was 
still quite low and the cumulative percentages at the end of this year, 
ranged between 10 and 20 per cent in the majority of projects. But there 
were marked increases in project expenditure during the years 1954-55 
and 1955-56. The percentages of cumulative expenditure in 1954-55 and 
1955-56 rose to between 30 to 60 per cent in many projects. The total 
expenditure incurred during 1956-58 was near about Rs. 53 crores. 
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National Extension Service 

The National Extension Service is the agency through which our 
Five Year Plans seek to initiate a process of transforming the social 
and economic life of the villagers. The Grow More Food Enquiry Com¬ 
mittee, which submitted its Report in 1952, recommended the setting 
up of such a Service throughout India for assisting the process of 
developmental planning. The National Extension Service works hand 
in hand with the Community Development Programme. The National 
Extension and Community Projects provide the setting in which the 
National Plan approaches the needs and aspirations of the countryside. 
In underdeveloped countries there can be no appreciable economic 
development without social change. National Extension and Commu¬ 
nity Projects are vitally important for such countries because they bring 
about socio-economic changes on as wide a front as possible. 

Organisation: Each National Extension Block under the National 
Extension Service scheme has at its apex a block development officer. 
He is assisted by six technical extension officers. The final link in the 
organisation is the multi-purpose Gram Sevak or the village level 
worker who carries the message of National Extension and Community 
Projects to the doors of the rural people. 

Progress Achieved: The National Extension Service was in¬ 
augurated on October 2nd, 1953. In 1953-54, National Extension work 
was started in 112 blocks, covering 15,336 villages. By 1954-55, work 
was started in 245 blocks which benefited 34,704 villages. In 1955-56 
work commenced in 259 blocks covering about 33,220 villages. The 
expenditure incurred during the first year of operation for the 1953-54 
series of N.E.S. blocks was nearly Rs. 386 lakhs. This was rather low 
in view of the magnitude of the task envisaged under the N.E.S. pro¬ 
gramme of the First Five Year Plan. This low volume of expenditure 
incurred was due to the fact that the first year of the programme was 
generally a year of preparation. Since then, the expenditure was pro¬ 
gressively stepped up. 

In 1956-57, 495 blocks and in 1957-58, 597 blocks were brought 
under the National Extension Service. During these two years, 440 
blocks were converted from N.E.S. into Community Development 
blocks. The first 5 years of the working of the National Extension blocks 
revealed that the amenities programme of a particular block could benefit 
only a few villages. Even within such a limited orbit, benefits, accruing 
from a block to the villages, were quite uneven. Ther^ore, under the 
Revised Community Development Plan, it has been recently proposed 
that the distinction between the National Extension projects and Com- 
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munity Development projects should be given up. Instead, it is proposed 
that each area should pass through two stages of development. 

Economic Conseqnences of NXS. and Community Projects 

National Extension and Community Development are expected to 
release for economic growth the latent energy of the rural people and 
to impart a “new look” to the countryside. TTie more successful blocks 
are expected to exhibit an exceedingly cheerful picture of progress and 
prosperity. Where vast stretches of land remained uncultivated, one 
would hope to see fields shimmering in green with waving com. It 
should be emphasized that Community Programme is undertaken in 
an underdeveloped country with the purpose of rapidly inducing a 
change in the mental outlook of the people, instilling in them an ambition 
for higher standards of life and the will and determination to work for 
such standards. 

We sum up below the main economic consequences of a success¬ 
ful programme of Community Development cum National Extension 
Service: (i) Community Development Programme not only brings 
about planned development of certain areas but also acts as an initiat¬ 
ing force for further development of neighbouring areas, (ii) Commu¬ 
nity Development Programme raises agricultural productivity through 
use of better fertilizers and seeds and application of better technique 
of cultivation. The vital question is: whether increased agricultural 
productivity leads to a larger marketable surplus? This depends on 
population growth in the rural sector and on the consumption pattern 
of rural folks. On first thought it appears that there is no appreciable 
increase in the agricultural output offered for sale in the markets. This 
is because better public health programme, envisaged under the Com¬ 
munity Development Projects, reduces the death rate without a cor¬ 
responding reduction in the birth rate, resulting in an overall increase 
in rural population. The increased flow of rural population requires a 
greater amount of food grains which substantially reduces the size of 
the marketable surplus. But it should be also remembered that during 
the process of development, shifts of population from the rural to the 
urban sector take place and the rural folks are virtually compelled to 
sell in the markets a greater portion of the agricultural products if 
they are keen on buying medicines, fertilizers, agricultural implements, 
kerosene and other petroleum products. From the above analysis it 
appears that the size of the marketable surplus is determined jointly 
by the interaction of two opposite types of forces. The reduction of 
death rate, due to improved public health amenities, speed up the 
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growth of population and endeavours to reduce the size of the market¬ 
able surplus; but, this tendency may be somewhat offset by the 
transfer of a portion of rural population to urban centres and through 
a change in rural consumption pattern due to the impact of the deve¬ 
lopment process on the rural economy, (iii) Community Development 
and N.E.S. blocks not only directly aim at house-building activities, 
schools, small dams, bunds, embankments and village road construc¬ 
tions but they also indirectly endeavour to re-organise village industries 
and expand poultry cum dairy farming. If “agro-type” of cottage indus¬ 
tries, utilizing agricultural, forestry and dairy farm products, are 
systematically developed, in the Community Project areas and are 
dovetailed to agriculture then the chances of increasing the farmer’s 
real income and standard of living certainly become brighter, (iv) Finally, 
it should be remembered that the main contribution of Community 
Projects and N.E.S. lies not so much in the physical improvements they 
bring about as in the change in the outlook that they create both among 
the officials and the people. 

Community Development Projects are ideally suited to the under¬ 
developed Indian economy with an abundance of labour and scarcity 
of capital. Our problem is not merely one of capital formation but also 
of evolving suitable types of simple capital projects which would give 
gainful employment to the labour force. The Community Development 
Projects, concentrating on a better rural health and sanitation pro¬ 
gramme, better road communications and better irrigation facilities 
make a singular contribution in this direction. These Projects were 
undertaken after independence for energizing and mobilizing the available 
manpower of the country for the rejuvenation and revitalisation of the 
semi-stagnant Indian rural economy. But unfortunately the first five 
years’ performance of the Projects has been below expectations and, 
therefore, the Indian planners have recently drawn up a revised 
Community Development Programme. 

Appraisal of die Progress of Conmnniity Development Programme 
[with Special Reference to the Fourth and Fifth Evaluation Reports] 

The Community Development Programme began in October 19S2 
when 55 areas, comprising 27,338 villages and a population of 16.7 
million, were selected for intensive development. By the end of the 
First Five Year Plan, the Community Projects and National Extension 
Service programme had been taken up in about 140,000 villages 
situated in 988 development blocks and was serving a population of 
77.5 million persons. The Second Plan originally envisaged that by April 
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1961 the entire rural area should be covered by National Extension 
Service blocks and at least 40 per cent of them should be Community 
Development blocks. Now it is proposed that the distinction between 
the National Extension projects and Community projects should be given 
up and the last set of Community blocks will be taken up in October, 
1963 {i.e., during the Third Plan period.) 

The Planning Commission set up a Programme Evaluation Orga¬ 
nisation, independent of the Community Projects Administration (now 
the Ministry of Community Development), for carrying out continuous 
evaluation of the National Extension and Community Projects. The 
Organisation has so far produced five annual reports and has criti¬ 
cally analysed the progress of the Projects between 1952 and 1958. 
It will be interesting to make an overall appraisal of achievements in the 
Project areas in the light of the findings of the Fourth and Fifth Evaluation 
Reports. 

The Fourth Evaluation Import (1957) highlights certain interesting 
facts regarding the shortcomings of the Community Projects and critically 
reviews their first four years’ performance. In the majority of the 
villages the achievement has fallen short of the accepted programme. 
While improved agricultural practices are more or less widespread, 
many villages have not seriously attempted other items like irrigation, 
land reclamation, soil conservation and consolidation of holdings which 
are vitally related to agricultural production. The performance in the 
sphere of cottage industries and in the sector of the institutional pro¬ 
gramme (which includes schools, co-operatives and panchayats) is 
rather disappointing. Too much dependence on government initiative 
and assistance is still being shown by the vast majority of the rural 
population affected by the programme. But the objective of stimulating 
continuous and positive effort, based on self-help for promoting socio¬ 
economic development, is being comparatively neglected and remains 
to be fulfilled. The basic weakness of the Community Development 
Programme, however, lies in the wide disparity in the distribution of its 
benefits. Within the blocks, there are disparities between accessible and 
remote villages; within villages, between cultivating and other classes: 
and among cultivators, one woidd not be surprised to find that greater 
benefits are accruing to those with bigger holdings and financial resources 
than those with less. This certainly violates the basic principles of social 
justice and equity. 

The Fifth Evaluation Report (1958) puts the spotlight on the financial 
position of selected panchayats in the project areas in different parts of the 
country. It distinctly reveals that the per capita avaUable income of the 
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panchayats is woefully inadequate for the development functions which they 
are expected to undertake during the post-intensive phase of the 
Community Development Programme. It is amazing that facile hopes 
are being once again pinned on the panchayats for the implementation 
of the recently announced joint co-operative farming programme to 
which the revised Community Development Plan is to be tagged. If the 
position in respect of panchayats is very unsatisfactory, the position in 
respect of co-operatives is equally bad. The Community Development 
Programme has clearly had no significant impact even on credit co¬ 
operation. This is really unfortunate because credit co-operation, for 
obvious reasons, has all along grown to a greater extent than other forms 
of co-operation in our country. Under these circumstances, will it not be 
pathetic to depend solely on the present system of panchayats and co¬ 
operatives for delivering the goods? 

The picture painted by the two recent Evaluation Reports presents 
two unmistakable features. First, there is no longer any doubt that the 
desire of village people for favourable changes has been stimulated. The 
Second feature is negative. All government organizations, including the 
National Extension Service, have failed to establish two-way communica¬ 
tions with any but a few individuals in villages. Unless communications 
are with larger groups than families, no community development can 
begin. 

All this means that the Community Development Programme, under¬ 
taken so far, has produced a considerable increase in rural consciousness 
of economic and, to a smaller extent, of social needs. In fact, though 
agricultural production methods have considerably improved in rural 
areas, the rural people have failed to show greater initiative and a spirit 
of self-help. But the main shortcoming of the Programme has been that it 
has made the better off materially more better off than the less better off. 
It is pretty clear that up to now the Community Development Programme 
has rendered significant service to the comparatively better off and well- 
to-do class of rural people. If any gains have accrued to the economi¬ 
cally handicapped class of rural people, it appears that these benefits 
have come to them as a by-product. Does this not go against the 
egalitarian principles underlying our Five Year Plans? 

Balwantrai Mehta Committee’s Recommendations for 
Improvement 

Nevertheless, the government was somewhat doubtful about the 
achievements of the Projects and did not like to rest on the laurels 
collected by its own officers. Therefore the Planning Commission 
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appointed in December 1956, a Study Team with Mr. Balwantrai 
Mehta, M.P., as chairman, to study the Community Project and National 
Extension Service scheme with a view to securing economy and efficiency 
in its operation. Some of the important recommendations are analysed 
below: 

(i) The main recommendation, which has attracted particular 
attention, is in regard to the setting up of a new body, to be named 
the Panchayat Samiti, which will be responsible for developmental 
activities in the district. The Panchayat Samiti is to be co-extensive 
with a development block (population not exceeding 80,000) and is to 
be constituted by indirect elections from village panchayats. The 
Study Team has also suggested a three-tier organisation consisting of 
the Village Panchayat at the base, Panchayat Samiti at the Block level 
and Zila Parishad at the district level—^which should be started at the 
same time and operated simultaneously in the whole district. This is 
perhaps because the Team feels that '‘'democratic decentralisation" alone 
can lead to effective rural development. 

(ii) Under the Scheme proposed by the Team, the "Gram Sevak" 
or the village level worker, who is the key figure of the present Com¬ 
munity Development system, would become the “development secretary" 
of the Village Panchayat or Panchayat Samiti within his circle which is 
not to exceed four thousand persons. 

(iii) In regard to the co-operative movement, the Team has 
recommended a "multi-purpose co-operative society" for a village or 
a group of villages, working in close association with local panchayats. 
The training of co-operative personnel should be so oriented that co¬ 
operation is understood not as an instrument for securing cheap credit 
but as a means of Community Development. 

(iv) The Team points out that the tendency in the past years has 
been to stress the welfare activities more than the economic develop¬ 
ment and hence urges that the emphasis should shift without delay to 
the more demanding aspects of economic development. The priorities 
as between the different activities, according to the Team, should be 
supply of drinking water, improvement of agriculture and animal 
husbandry, co-operative activities, rural industries and health, followed 
by all others. 

(v) The Community Development Programme now covers a little 
over half of the countryside and it is expected to cover the whole 
country by the end of the Second Plan period. The Team, however, 
thinks that in view of the uneven progress achieved so far and in view 
of limited financial resources, shortage of technical personnel and of 
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supervisory staff, this target is too ambitious and should be revised 
and the date extended by at least three years. The Team is also of the 
opinion that the present system of dividing the programme into three 
phases of National Extension Service, intensive development and post¬ 
intensive development leads to two-fold waste and frustration on ac¬ 
count of the non-availability of resources during the first and the third 
phases. This distinction, the Team considers, should be replaced by a 
continuing programme of six years, the unspent funds of each year being 
carried forward to the following year within certain limits. 

(vi) In its recommendations for ensuring economy, efBciency and 
speed, the Team has suggested that a scheme which has been examined 
in detail by the technical officers of a State government should not again 
be subjected to a detailed technical examination at the Centre before it is 
approved. The current procedure for the sanction of schemes eligible 
for Central assistance lends itself to much delay and hence the suggestion. 
If examination is absolutely necessary at the Centre it should always 
be confined to the broad aspects of the scheme rather than its minute 
details. 

The main recommendation of the Study Team, emphasizing the 
need for “democratic decentralisation”, was criticised as visionary and 
unrealistic. The sceptics expressed grave doubts regarding the capabi¬ 
lities and potentialities of Panchayat Samities and other elected bodies 
at local levels because similar bodies have not been very successful 
in the past in discharging even much lesser responsibilities due to 
personal rivalry, deep-rooted jealousy, local politics, and party factions. 
It appears to us that ^*democratic decentralisation^’' is no magic wand 
for removing all the shortcomings of the Community Programme. It is 
good to have faith in democracy because it creates an exhilarating feeling 
and rouses local enthusiasm into action, but faith cannot remove all 
obstacles in the path of rural development. “Democratic decentralisation” 
alone cannot succeed. It should be buttressed by an agency which strives 
for better co-ordination of the various organisations and xmits operating 
in the rural areas. 

In addition to the setting up of a co-ordinating cum rural planning 
body, we feel that two other points require emphasis. One is the reduction 
of the tempo of changes to be promoted so that they fall within what 
rural folks can think is possible in the time allocated. The other is to 
choose those items in the programme which are now known to appeal 
to groups of village-folk, instead of only offering benefits to individuals. 
This will soon create group-confidence in the villages. Then, when a few 
basic changes are incorporated into local customs, we can start planning a 
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real self-development of village-communities and at this stage the rural 
planning cum co-ordinating agency would have to perform a vital task. 

Revised Community Development Plan 
Radical changes arc proposed in the revised programme of Com¬ 
munity Development, which was approved in April, 1958 by the 
Central Committee on Community Development. The programme is 
mainly based on the Balwantrai Mehta Committee’s recommendations 
and envisages the early decentralisation of planning and development 
activities. The following are the highlights of the revised programme: 

(i) It is proposed to replace the existing three phases —National 
Extension Service, intensive Community Development and post¬ 
intensive development— by two stages of five years each and the main 
emphasis should be on increasing food production. In the first stage the 
total outlay to be provided is Rs. 12 lakhs and in the second stage, each 
block is to get about Rs. 5 lakhs. 

(ii) All the block level workers are to be trained in one centre so that 
they could develop a common outlook. 

(iii) The importance of decentralisation in the block development 
programme is emphasized and the Balwantrai Mehta Committee’s re¬ 
commendation to set up statutory bodies at the block or district level, 
with full responsibility for planning and development, is accepted. 
Greater powers are envisaged for panchayats which are to serve as 
the popular base for Community Projects. 

(iv) Due to the revision of the programme, it is proposed to rephase 
the Community Development Scheme originally approved under the Second 
Five Year Plan, so that instead of covering the entire rural area before the 
end of the current Plan (z.e., before April, 1961), 1075 Community 
Development blocks will be taken up during the Third Plan, the last 
set of blocks being taken up in October, 1963. This change in schedule 
will not only help to overcome the present shortage of trained personnel 
but will also tone up the Community Programme by avoiding the recruit¬ 
ment of workers of marginal calibre and qualifications. 

We would, however, urge the Ministry of Community Develop¬ 
ment to specially emphasize four distinct steps while executing the 
revised Community Development Plan, based on a scheme of ‘‘demo¬ 
cratic decentralisation”, for developing the rural economy from the 
‘‘bottom upwards”. First, there should be a systematic discussion of 
commonly felt needs by members of the village community in each 
development block. Secondly, integrated planning should be under¬ 
taken for better co-ordination of the various organisations and units 
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of operation lying within the Project area. Thirdly, there should be a 
complete mobilisation and harnessing of the physical, economic and 
social potentialities of village community groups and maximum eflfort 
is to be directed to make the “self-help” undertakings a success. 
Finally, every attempt is to be made to stir up local enthusiasm to 
the fullest extent for the creation of an aspiration and a determination 
to undertake further community improvement programmes in the 
Project areas. 

Irrigation and Power Projects 

The irrigation and power projects occupy a most distinct role in 
both India’s First and Second Five Year Plans. The area irrigated by 
means of irrigation schemes in 19S0-S1 was Sl.S million acres which 
constituted about 17.5 per cent of the total cultivated area of the country. 
At the end of the First Plan, against a target of 8.5 million acres, the 
irrigation potential amounting to about 6.3 million acres had been 
created. The actual area irrigated was, however, only a little over 4 million 
acres. As against a target of additional irrigation of 12 million acres 
proposed in the Second Plan, the assessment of Progress actually made 
shows that if the requisite funds are available, the additional irrigation 
achieved would be about 10.4 million acres. 

Irrigation Projects in the First and Secmid Plans 

The most distinguishing feature of the First Plan’s irrigation and 
power programme was the inclusion of five major irrigation and power 
projects, viz., (i) Chambal Project (total cost—^Rs. 35 crores) in Madhya 
Pradesh and Rajasthan; (ii) Kosi Project (total cost—Rs. 66 crores) in 
Bihar; (iii) Rihand Project (total cost—Rs. 45 crores) in U.P.; (iv) Koyna 
Project (total cost—Rs. 38 crores) in Bombay State and (v) Krishna 
Project (total cost—Rs. 26 crores) in Andhra. The total cost of the five 
projects was estimated at Rs. 210 crores and about Rs. 40 crores were 
earmarked for them during the First Plan period. 

During the First Plan period, there was considerable activity in 
all parts of the country on irrigation projects. The total cost of irriga¬ 
tion and power projects, initially included in the First Five Year Plan, 
was about Rs. 970 crores of which irrigation accounted for about 
Rs. 620 crores. Additions were subsequently made, scope of some of 
the schemes was enlarged and in certain cases estimates had to be 
revised. As a result, the total cost of irrigation projects, included in 
the First Plan, was about Rs. 720 crores of which about Rs. 80 crores 
had'been spent before the commencement of the Plan. The expendi- 
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ture on irrigation and power projects during the First Plan amounted 
to Rs. 346 crores, the balance was carried over to the Second and Third 
Plans. During the Second Plan, these projects would require an outlay of 
about Rs. 209 crores. 

The total cost of 195 new irrigation projects (most of which are 
of medium size) included in the Second Plan is about Rs. 376 crores. 
These projects when completed, would irrigate about 12 million acres 
of land. Rs. 5 crores have also been earmarked in the Second Plan for 
major irrigation works. Thus the total provision during the Second 
Plan for major and medium irrigation works is Rs. 381 crores of which 
about Rs. 172 crores are expected to be spent during the Second Plan, 
the balance being required in the Third and subsequent Plans. 

In this connection it should be remembered that the work in the 
irrigation projects would be speeded up and would be better executed 
if investigation units are set up in each state to undertake preliminary 
work in respect of the projects and solve the problem of phasing 
of projects in an adequate manner. Apart from considerations of 
finance, and the collection of preliminary local data, the investigation 
units should provide expert advice on the “phasing” of projects. They 
should carefully analyse such important factors as technical personnel 
available, the need for realising benefits from some of the projects at 
an earlier stage, the claims of projects under execution and the 
requirements of different areas within the State on which the “phasing” 
problem depends. 

At the commencement of the First Plan the absence of such 
investigation units in each State meant lack of precise information in 
regard to the projects to be included in the Plan. The consequent delay 
in sanctioning the projects or in their implementation was inevitable. 
It is heartening to note that the Planning Commission has recently 
given serious thought to this problem and so far, nine States have set up 
investigation units. The Commission has also requested the State govern¬ 
ments to set up working groups at State level to watch and review at 
regular intervals the progress of irrigation under each major work. It 
has also been suggested that a half-yearly review regarding the measures 
taken and progress made should be submitted by the working group to 
the State ^binet. 

Power Projects in the First and Second Plans 

It has been estimated by the Planning Commission that the total 
hydro-electric potential, which might be possible to develop from 
various likely sites, would be about 35 million Kw. At the beginhing 
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of the First Five Year Plan, the total installed capacity of power gene¬ 
rating plants was 2.3 million Kw of which 1.7 million Kw was in elec¬ 
tricity supply undertakings in the public and private sectors and 0.6 
milli on Kw in industrial establishments, generating their own powers. 
The target for the First Five Year Plan was 1.3 million Kw of which 
1.1 million Kw was to be provided in the public sector and 200,000 
Kw by private electricity supply companies. Of this target, the public 
sector had achieved about 800,000 Kw, and the private sector 200,000 
Kw by March 1956, when the First Plan came to an end. 

Progress in Power Development: The principal power schemes 
completed and brought into service during the First Plan are: 


1. Nangal (Punjab) 

48,000 Kw 

2. Bokaro (Bihar) 

150,000 


3. Chola (Kalyan, Bombay) 

54,000 


4. Khaperkheda (Madhya Pradesh) 

30,000 

99 

5. Moyar (Madras) 

36,000 

99 

6. Madras City Plant Extensions (Madras) .. 

30,000 

99 

7. Machkund (Andhra and Orissa) 

34,000 

99 

8. Pathri (Uttar Pradesh) 

13,600 

99 

9. Sarda (Uttar Pradesh) 

27,600 

99 

10. Sengulam (Kerala) 

48,000 

99 

11. Jog (Mysore) 

72,000 

» 


In addition, considerable progress was made on a number of major 
projects which were expected to be completed during the Second Five 
Year Plan. Bhakra, Hirakud, Koyana, Chambal and Rihand come 
within this group and it is expected that these projects would generate 
1.7 million Kw during the Second Plan period. 

When the First Five Year Plan was chalked out, it was decided 
by the Planning Commission that the work on power projects would 
continue in such a manner that by the end of the Third Five Year Plan, 
7 million Kw of power capacity would be reached. This target has been 
revised to IS milli on Kw so as to fulfil the objective of about 20 per 
cent annual rate of increase in the installed capacity of public utility 
undertakings in the Second and subsequent Plans. 

It is estimated that about 1.4 million Kw of additional power de¬ 
mand will arise duiing the Second Plan period on account of the normal 
development of medium and small industries and of commercial and 
domestic consumption. In addition to this, a further demand of 1.3 
million Kw is expected on account of new programmes of industrial 
development included in the Second Plan. Making allowances for the 
o: ®“-8 
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requisite standby capacity and for seasonal variations in water flow 
conditions in hydro-electric installations, it is estimated that an addi¬ 
tion of 3.5 million Kw will be required dining the Second Plan period. 
The programmes of power projects have been revised in such a manner 
that there will be an increase of the total installed capacity of power plants 
in the country from 3.4 million Kw in March, 1956 to 6.9 million Kw 
by March, 1961. But recently the progress of power schemes has been 
affected because of the difficulty in finding the required foreign exchange 
for importing heavy electrical equipment. Therefore it is doubtful whe¬ 
ther the additional power requirement of 3.5 million Kw will be fulfilled 
during the Second Plan period. 

Financing Power Projects: Looking at the financial outlay 
envisaged for power projects during the Second Plan period, we find 
that the total outlay would be Rs. 427 crores. Of this amount, the 
schemes carried over from the First to the Second Plan would require 
Rs. 160 crores; new schemes, yielding benefits during the Second Plan 
period, would require Rs. 245 crores and other new schemes which are 
expected to yield benefits during the Third Plan period would 
require Rs. 22 crores. During the first three years of the Second 
Plan, the total outlay for power projects was near about Rs. 240 
crores. 

Power and lodastrial Development 

It should be noted that with growing emphasis on industrialization 
and appreciable development of basic cum heavy industries, the pattern 
of utilization of power by different consumer groups will show a gradual 
change. A shift towards increased consumption of power in industries 
would become more marked by the end of the Second Plan. It appears 
that industrial consumption of power would rise from 4,600 million 
units in 1955 to 12,000 million units in 1960. 

It was Lenin who once remarked that power development is the 
key to industrial progress. In Russia’s First and Second Five Year 
Plans, the rate of power development slightly exceeded the tempo of 
industrialization and as a result of this, by the Third Plan period, 
Russian industries could expand more swiftly than in the preceding 
Plan periods. It is, therefore, satisfactory to note that the Second Plan, 
bent on rapid industrialization, is giving more attention to power deve¬ 
lopment and utilization than the First Plan. In this connection it should 
be emphasized that power development, in course of developmental 
planning in India, is not only indispensable for heavy and organised 
industries, but is also necessary for the lighter and less organised Indus- 
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tries if these are to be properly co-ordinated into a well-balanced and 
self-supporting industrial structure. 

Midti-piirpose Projects 

Multi-purpose projects allow a more comprehensive use of physi¬ 
cal potentialities of a river basin than sin^e-puipose projects. Inte¬ 
grated multi-purpose project development programme brings about 
various combinations of facilities and involves considerable savings in 
the total cost. Various types of benefits accrue from multi-purpose 
development projects: 

(a) Flood control benefits prevent direct and indirect flood 
damage and bring about a more intensive use of neighbouring 
lands. 

(h) Irrigation benefits give rise to an increase in land value and 
bring about a more intensive method of cultivation. Increased eco¬ 
nomic activity, resulting from augmented incomes, occurs during the 
construction period of the irrigation projects and this heightens the 
pace of development of nearby areas. 

(c) Navigation benefits arise from (i) new water traffic development, 
<ii) elimination of delays and hazards associated with the existing traffic 
and (iii) better utilization of existing rail traffic because of the expan¬ 
sion of neighbouring areas. 

(d) Hydro-electric power benefits provide cheap electricity for the 
establishment of industries in the vicinity of the projects. Savings from 
lower cost power production can be utilized for other productive pur¬ 
poses. The increase in available power at reduced rates may boost up 
additional economic activity which would not have occurred in the 
absence of hydro-electric development. 

(c) Additional ^mestic and industrial water-supply benefits result 
from the development of the projects. 

if) Fish am wild life and recreational benefits also accrue in the 
project areas. Direct benefits from hunting, fishing and various forms 
of outdoor activities increase the recreational satisfaction of the tourists 
and the inhabitants of the area. 

To sum up, multi-purpose projects produce a series of impacts 
through their direct, indirect and secondary effects. They bring about 
a simultaneous development of agriculture, industry and transport, 
induce investments in the neighbouring areas and give rise to various 
types of economic activities. The development of multi-purpose projects 
accelerates the tempo of economic growth md increases socio-economic 
welfare of the nation. 
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bnpoitant Molti-purpose Projects 

We shall now briefly examine some of the more important multi¬ 
purpose projects and the progress achieved by them during the process 
of developmental planning in India. 

(i) Damodar Valley Project. The Damodar Valley Project, which 
emerged out of Voorduin’s Preliminary Memorandum and subsequent 
high level discussions, is a multi-purpose plan for the unifled develop¬ 
ment of the Damodar and Borakar River Valley in Bihar and West 
Bengal. Its immediate objectives are; (a) flood control; (b) irrigation; 
(c) generation and transmission of electricity and (d) promotion of all- 
the-year-round navigation. The main features of the Project are: (i) 
four multi-purpose storage dams at Tilaiya, Konar, Maithon, Panchet 
Hill with attached hydro-electric stations; (ii) a thermal power plant 
at Bokaro with an ultimate capacity of 225,000 Kw; (iii) a power trans¬ 
mission grid running over more than 800 route miles and (iv) a barrage 
at Durgapur with 1,550 miles of irrigation canals, including an 85 miles 
long navigation canal which will join the Hooghly 35 miles above Calcutta. 
The Damodar Valley Corporation which came into existence on 7th 
July, 1948 was conceived on the lines of the Tennesse Valley Authority 
of the U.S.A. The T.V.A. pattern was adopted as an experiment in de¬ 
centralised administration. About Rs. 15.5 crores were spent before 
the commencement of the First Five Year Plan and during the First 
Plan period about Rs. 71 crores were spent on the Damodar Valley 
Project. The progress achieved by the Damodar Valley Project can be 
summed up as follows: 

(a) The Dam and Powerhouse at Tilaiya were completed in February, 

1953 at a cost of Rs. 3.59 crores. The Bokaro thermal station also started 
functioning from early 1953. 

(h) Konar Dam, for supplying cooling water to the thermal power 
station at Bokaro and for controlling floods, was completed in October 

1954 at a cost of Rs. 9.75 crores. 

(c) The Maithon Dam and the hydro-electric installation on the 
river Borakar was completed in September, 1957 at a cost of Rs. 16.4 
crores. 

{d) In November, 1952, actual construction work was started on 
the Panchet Hill Dam and hydro-electric installation on the river Damo¬ 
dar. The work was virtually completed at the end of 1958 at a cost of 
about Rs. 17.92 crores. By August, 1959 the hydel station at Panchet 
is expected to be in operation. 

(e) The construction of Durgapur Barrage was completed in the 
middle of 1955. The progress of construction of the navigation system 
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is also satisfactory and it is expected that the major portion of the entire 
project will be completed by the end of 1959. 

(ii) Hirakod Dam Project. Rs. 100 crores multi-purpose Hirakud 
Dam for the upliftment of the economy of Orissa was inaugurated by 
the Prime Minister of India in the middle of January, 1957. Hirakud 
is the longest earth dam in the world. The Hirakud reservoir is the 
biggest built up to now in this country. Before the First Plan Rs. 7.8 
crores were spent on the Hirakud Project and during the First Plan 
period the total outlay was Rs. 44.6 crores. The highlights of the Hira¬ 
kud Dam Project are; (o) it will substantially reduce flood distress in 
8,000 sq. miles in Cuttack and Puri Districts; {b) provide 24,000 Kw 
of power immediately and 123,000 Kw by the end of 1959 and (c) irri¬ 
gate immediately more than 300,000 acres of land in Sambalpur and 
Bolangir districts of Orissa. 

(iii) Bhakra-Nangal Project. This project is serving Punjab and 
Rajasthan. Its main objectives are: the construction of [a) the Bhakra 
Dam across the river Sutlej; (b) the Nangal Dam 8 miles downstream; 
(c) the Nangal hydel channel; (d) the Nangal power house at the foot 
of the Dam; (e) the Bhakra canal system and (/) two additional power 
houses at Kotla and Ganguwal. 

The Project was started in 1946 and the Nangal Dam and the hydel 
channel were completed in July, 1954. With the completion of the Nangal 
Power House in January, 1955, the Project had an installed capacity 
of 48,000 Kw which was doubled by July, 1956 on the completion of 
the Kotla and Ganguwal power houses. On the Bhakra-Nangal Project 
Rs. 25.5 crores were spent before the First Plan. The expenditure incur¬ 
red on the Project during the First Plan period was about Rs. 85.7 
crores. When completed, the Bhakra-Nangal Project will provide irriga¬ 
tion facilities to 3.6 million acres of land and have total installed capacity 
of 594,000 Kw. 

(iv) New Large Projects. In addition to the Projects discussed 
already a few new multi-purpose schemes also occupy a prominent 
place in India’s First and Second Five Year Plans, (n) Kosi Project in 
Bihar —^Preliminary work on this Project was started in 1955. The first 
phase of construction work, mainly for flood control purposes, is likely 
to be completed in 1962. (b) Nagarjunasagar Project in Andhra —Con¬ 
struction of a Dam across the river Krishna was started during the 
First Plan period. The Dam is expected to be completed during the 
Second Plan period, (c) Chambal Project in Madhya Pradesh and Rajas¬ 
than—'Work on the Kotah Barrage of the Chambal Project, which 
began in 1952-53, has just ended. Construction of Gandhi Sagar Dam 
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of this Project is nearing completion. The Project is expected to be com¬ 
pleted by 1962. (d) Riband Project in Uttar Pradesh —^The construction 
work on this Project was started with U.S. assistance at the end of 1955. 
This Project comprises a dam and a power house and will have on 
completion an installed capacity of 250,000 Kw. The first stage of this 
Project would be completed in June, 1961. {e) Koyna Project in Bombay 
State —In June, 1954 a Control Board was formed and preliminary 
works, such as the excavation of the foundations, were begun. A total 
expenditure of about Rs. 3 crores was incurred during the First Plan 
period for this Project. This Project is scheduled to be completed by 
the end of 1961 at an estimated cost of Rs. 38.28 crores. 

A Brief Appraisal 

An appraisal of the work done so far on irrigation and power 
projects reveals: (i) In some of the major projects, including Damodar 
Valley Project, overall planning was done in a piecemeal fashion. This 
was indicated by the frequent changes in the designs and programmes 
of the projects during construction period, (ii) In projects like Damodar 
Valley an appreciable amount of money and materials were wasted by 
defective planning and careless management and supervision, (iii) In 
case of most of the projects, there waj an “absence of a well-defined 
policy in regard to the purchase of plants and equipments”. Piecemeal 
purchases involved financial wastages and produced a net loss to the 
nation, (iv) Unusually high profits were made by private contractors who 
obtained contracts from government for construction work in the pro¬ 
ject areas. In this cotmection it is heartening to note that the govern¬ 
ment has recently decided to set up a National Construction Corpora¬ 
tion at the Centre which would help towards the gradual elimination 
of the private contractors, (v) The slow progress in some of the projects 
during the First Plan period was due to the fact that they were launched 
. without adequate local investigations. The government has fully realised 
this shortcoming and is at present taking efiective steps to set up local 
investigation units in the project areas. 
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APPENDIX TO PART II 


A. Tables Showing the Salient Features of the Five Year Plans 

Table 2.1 

Allocations and Outlay under the First Five Year Plan: 

Major Heads of Development 


Total Plan Provision 
{including adjustments) 

Percent 

crores 

Outlay 1951-56 

<^;es 

1. Agriculture and Community Development 

354 

14.9 

299 

14.8 

(i) Agricultural Programmes 

249 

10.5 

227 

11.3 

(/i) Community Projects and National 

Extension Service 

90 

3.8 

57 

2.8 

(///) Local Development Works 

15 

0.6 

15 

0.7 

2. Irrigation and Power 

647 

27.2 

585 

29.1 

(f) Multi-purpose projects 

256 

10.8 

241 

12.0 

(/i) Irrigation projects 

213 

9.0 

191 

9.5 

{Hi) Power projects 

178 

7.4 

153 

7.6 

3. Industries and Mining 

188 

7.9 

100 

5.0 

(0 Village and small-scale industries .. 

49 

2.1 

44 

2.2 

(/i) Large-scale industries, mining and 

scientific research 

139 

5.8 

56 

2.8 

4. Transport and Communications 

571 

24.0 

532 

26.4 

(0 Railways 

267 

11.2 

267 

13.3 

(i7) Roads and Road Transport 

147 

6.2 

147 

7.3 

{Hi) Ports and Harbours, Shipping and 

other Transport 

97 

4.1 

71 

3.5 

(iv) Post & Telegraphs Communications 

and Broadcasting 

60 

2.5 

47 

2.3 

5. Social Services 

532 

22.4 

423 

21.0 

(/) Education 

170 

7.2 

153 

7.6 

(i7) Health 

138 

5.8 

101 

5.0 

(m 7) Housing 

49 

2.1 

35 

1.7 

(iv) Labour and Labour Welfare and Wei- 

fare of Backward Classes 

39 

1.6 

37 

1.8 

(v) Rehabilitation 

136 

5.7 

97 

4.8 

6. Miscellaneous 

86 

3.6 

73 

3.7 

Grand Total 

2,378 

100.0 

2,012* 

100.0 


♦Figures for the fifth year of the Plan are based on “revised estimates”; when 
these figures are properly adjusted the actual outlay over the five-year period will 
be about Rs. 1,960 crores. 

Source: Review of the First Five Year Plan (May, 1957). 
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Table 2.2 

Outlay-Distribution of First and Second Plans 


First Five- Year Plan Second Five- Year Plan 


Major Heads of Development Total Total 

Provision^ Percent Provision Percent 
(Rs. crores) {Rs, crores) 


I. AGRICULTURE AND COM- 

MUNITY DEVELOPMENT 

(a) Agriculture 
Agriculture Programmes 
Animal husbandry 
Forest 

Fisheries 
Co-operation .. 
Miscellaneous 

(b) National Extension and Com¬ 
munity Projects 

(c) Other programmes 
Village Panchayats 

Local development works .. 

II. IRRIGATION AND POWER 

Irrigation 

Power 

Flood control and other pro¬ 
jects, investigations, etc. .. 

III. INDUSTRY AND MINING 

Large and medium industries 
Mineral development 
Village and small industries 

IV. TRANSPORT AND COMMU¬ 

NICATIONS 

Railways 

Roads 

Road transport 
Ports and harbours 
Shipping 

Inland water transport 
Civil air transport 
Other transport 
Posts and Tdegraphs 
Other communications 
Broadcasting 


354 

14.9 

568 

11.8 

241 

10.1 

341 

7.1 

197 

8.3 

170 

3.5 

22 

0.9 

56 

1.1 

10 

0.4 

47 

1.0 

4 

0.2 

12 

0.3 

7 

0.3 

47 

1.0 

1 

•• 

9 

0.2 

90 

3.8 

200 

4.1 

23 

1.0 

27 

0.6 

8 

0.3 

12 

0.3 

15 

0.6 

15 

0.3 

647 

27.2 

913 

19.0 

370 

15.4 

381 

7.9 

260 

11.1 

427 

8.9 

17 

0.7 

105 

2.2 

188 

7.9 

890 

18.5 

138 

5.9 

617 

12.9 

1 

,, 

73 

1.5 

49 

2.0 

200 

4.1 

571 

24.0 

1,385 

28.9 

267 

11.4 

900 

18.8 

135 

5.6 

246 

5.1 

12 

0.5 

17 

0.4 

40 

1.6 

45 

0.9 

30 

1.2 

48 

1.0 

— 

— 

3 

0.1 

24 

1.0 

43 

0.9 

3 

0.1 

7 

0.1 

50 

2.2 

63 

1.3 

5 

0.2 

4 

0.1 

5 

0.2 

9 

0.2 
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Table 2.2 {Contd.) 

Outlay-Distribution of First and Second Plans—Continued 


First Five-Year Plan Second Five-Y ear Plan 


Major Heads of Development Total Total 

Provision^ Percent Provision Percent 
(Rs. crores) (Rs. crores) 


V. SOCIAL SERVICES 
Education 
Health 
Housing 

Welfare of backward classes 
Social welfare .. 

Labour and Labour welfare 
Rehabilitation 

Special schemes relating to 
educated unemployment 

VI. MISCELLANEOUS 

Total 


532 

22.4 

945 

19.7 

164 

7.0 

307 

6.4 

140 

5.9 

274 

5.7 

49 

2.0 

120 

2.5 

32 

1.3 

91 

1.9 

5 

0.2 

29 

0.6 

7 

0.3 

29 

0.6 

135 

5.7 

90 

1.9 

— 

— 

5 

0.1 

86 

3.6 

99 

2.1 

,378 

100.0 

4,800 

100.0 


♦ Total provision includes all adjustments made during the First Plan period. 
Sources: (/) Review of the First Five Year Plan (May, 1957) 
and («) Second Five Year Plan Report (195Q. 


Table 2.3 


Financing of the First Plan 1951-56 

{Rs. crores) 



1951-52 

1952-53 

1953-54 

1954-55 

1955-56 

{Revised 

Esti¬ 

mate) 

Total 

for 

5 vears 
1951-56 

Plan 1951-56 



{Accounts) 


Original Revised 

1. Outlay on 
the Plan 

259.4 

267.6 

343.0 

475.9 

666.5 

2012.4 

2069.0 2377.7 

2. Budgetary 
resources 

204.8 

141.3 

246.1 

368.6 

316.5 

1277.3 

1258.0 

3. External 
assistance 

64.9 

45.6 

18.5 

16.0 

58.2 

203.2 

521.0 

4. Deficit 

—10.3 

80.7 

78.4 

91,3 

291.8 

531.9 

290.0 


Source: Review of the First Five Year Plan (May, 1957). 
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Table 2.4 

Finance for the Public Sector in the First Plan 



(Rs. crores) 

Percentage 
of total 

(a) Taxation and the surpluses of railways 

752 

38 

(b) Market borrowings 

205 

10 

(c) Small savings and unfunded debt .. 

304 

16 

(</) Other capital receipts 

91 

5 

(e) External assistance 

188 

10 

(/) Deficit financing 

420 

21 

Total 

1,960 

100 

Source: Review of the First Five Year Plan (May, 1957). 


Table 2.5 



Finance for the Public Sector in the Second Plan 



Original 
estimate 
(Rs. crores) 

Revised 
estimate* 
(Rs. crores) 

(a) Domestic budgetary resources 

(from taxation, borrowing and other bud¬ 
getary sources) 

2,400 

2,022 

(b) External assistance 

800 

1,038 

(c) Deficit financing 

1,200 

1,200 

(d) Gap—to be covered by additional measures 
to raise domestic resources 

400 

240** 

Total 

4,800 

4.500**^ 


♦Revised estimate is based on a memorandum on “The Appraisal and Pros¬ 
pects of the Second Plan” published by the Planning Commission in May, 1958. 

•♦Additional measures include economies in expenditure and collection of 
arrears of taxes and loans. 

♦♦♦The Planning Commission’s memorandum published in May, 1958 has 
suggested that unless larger resources could be visualized, the Second Plan commit¬ 
ments should be limited to Rs. 4,500 crores. 

Sources: (i) Second Five Year Plan Report (1956) and (i7) Appraisal and Pros¬ 
pects of the Second Five Year Plan (May, 1958), 
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B. Tables Indicating the Progress Achieved, Expenditure Undertaken and 
Labour Employed in the Community Projects and the N.E.S. 


Table 2.6 

Progress of Community Projects and N.E.S. during First Plan Period 



Number 
of Blocks 
allotted 

Number 
of Blocks 
where 
work has 
started 

Number 
of villages 
covered 
by Blocks 
indicated 
in Col, 2 

Number 
of persons 
covered 
by Blocks 
indicated 
in Col. 2 

(in millions) 


1 

2 

3 

4 

1. Community Projects Blocks 





1952-53 

167* 

167 

27,388 

16.7 

2. Community Development Blocks 





1953-54 

53 

53 

8.682 

4.4 

3. Community Development Blocks 





1955-56 (on conversion) 

152 

152 

20,817 

12.1 

4. N.E.S. Blocks 1953-54 

112t 

1)2 

15,336 

8.4 

5. N.E.S. Blocks 1954-55 

245 

245 

34,104 

17.4 

6. N.E.S. Blocks 1955-56 

259 

259 

33,220 

18.5 

(Plus) 

172? 

— 

17,200 

11.3 

Total 

1,160 

988 

157,347 

88.8 


*In terms of area and population covered, this number was considered to be 
equivalent of 247 blocks. 

t88 Blocks of the 1953-54 series and 98 blocks of the 1954-55 series were con¬ 
verted into intensive Conununity Development Blocks. 

iJiAlthough allotted in January 1956, programme of work was scheduled to be 
taken up on April 1, 1956. 

Sources: (/) Review of the First Five Year Plan (May, 1957) and (ii*) Three 
Years of Community Development (August, 1956). 
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Table 2.7 

Expenditure incurred during the First Plan for Community Projects and N,E.S. 



Expenditure 
during 
the Plan 
(Rs. lakhs) 

Number of 
blocks (upto 
Marche 
1956) 

Number of 
villages {upto 
March, 
1956) 

Population 

(millions) 

(in March, 
1956) 

(a) Community projectsjblocks 

(/) 1952-53 series 

2,345 

167 

27,388 

16.7 

(//) 1953-54 series 

418 

53 

8,682 

4.4 

iiii) 1955-56 series (on con- 

version) 

466 

152 

20,817 

12.1 

Total 

3.229 

372 

56,887 

33.2 

{b) National Extension Service 
blocks 

(/) 1953-54 series 

386 

112 

15,336 

8.4 

(//) 1954-55 series .. 

442 

245 

34,704 

17.4 

(///) 1955-56 series 

115 

259 

33,220 

18.5 

Total 

943 

616 

83,260 

44.3 

Grand Total 

4,602* 

988 

140,147 

11,5 


♦Total includes a sum of Rs. 430 lakhs as cost (tentative) of imported equipment 
received up to March, 1956. 

Sources: (i) Review of the First Five Year Plan (May, 1957) and (ii) Three Years 
of Community Development (August, 1956). 





Labour employed on Community Development Projects* 

Distribution of workers* families 

(0 by distance of home village (lY) by size of cultivated (/Vi) by wages ean 
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BOOK TWO 

Problems of the Indian Economy 




PART III 

Natural Resources and National 
Income 


Chapter 9 


INDIA’S NATURAL RESOURCES 


Natural resources indicate the most important portion of the 
potential wealth of a country. This potential wealth, when properly 
harnessed by the people of a country, can become a key factor in the 
process of economic development. Effective utilization of natural 
resources of a country assists the development of industries, raises national 
income and improves living standards. 

Natural Resources and Economic Growth 

As population grows and markets widen, natural resources pro¬ 
vide a base for a more advanced type of economic organisation, with 
increasing specialisation of labour and greater amount of capital accu¬ 
mulation. This, in turn, permits the establishment of industries, first 
on a more or less handicraft scale; later, on a light machine basis, for 
such products as textiles; finally on a heavy machine and a large-scale 
capital basis. In India where there is an abundance of natural resources, 
the process of industrial growth directly depends on the utilization of 
these resources for the development of industries. During the pre¬ 
planning period, with insufiicient tapping of natural resources, only a 
few light machine industries could grow in the organised sector; but 
now with bold and ambitious type of developmental planning, it is 
certain that a number of heavy machine industries would develop 
during the Second and subsequent Plan periods. 

It should be also noted that throughout the process of economic 
growth, interchange of technological ideas takes place which open up 
new vistas and create new possibilities for utilization of natural re- 
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sources. This is a boon for underdeveloped countries, like India, which 
are endeavouring to combine developmental planning with the exchange 
of technical knowledge for speeding up the process of growth. Under¬ 
developed areas like India, with vast store of natural resources, should 
initiate an integrated plan for mineral exploitation. Such a programme 
can serve as the engine for driving forward rapidly a whole plan of 
desirable economic growth. 

Among natural resources, minerals occupy a distinct position, 
providing not only metals and fuels but also necessary raw materials 
for the building industry and the chemical industry and, therefore, 
constituting strategic factors in the process of planning for rapid 
economic development. In India’s Second Five Year Plan, mineral 
development policy occupies an important position because a success¬ 
ful implementation of this policy would provide raw materials for the 
heavy industries which are of key importance during the process of 
economic development. The developmental effects of the mineral in¬ 
dustry has been excellently summed up under the following heads by 
a recent ECAFE Report entitled “Development of Mineral Resources 
in Asia and the Far East”: 

(i) the extent to which the mineral industry yields usable products 
and accelerates the process of industrialization of the country; 

(u) the extent to which the mineral industry provides a field of 
employment and training for local labour; 

(iii) the extent to which the mineral industry brings into being 
facilities which are capable of serving other markets and other purposes 
than the mines themselves, thus promoting development of a more 
diversified nature; 

(iv) the extent to which the mineral industry yields the saleable 
export product and hence a source of foreign exchange which can be 
utilized for financing imports of capital goods for development 
purposes. 

India’s Mineral Resources 

First Pi.an and Minerals: The First Five Year Plan summa¬ 
rises the Indian Union’s position with regard to minerals as follows: 
“Coal, iron ore, manganese ore, mica, gold, ilmenite, bauxite and 
building materials are produced in India in quantities of real impor¬ 
tance to industry and other sectors of the economy. Other minerals of 
which India possesses good reserves are industrial clays, chromite, 
atomic energy minerals, refractory minerals, and abrasives. The more 
important minerals, supplies of which are inadequate for any large 
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industrial development, are sulphur, copper, tin, nickel, lead, zinc, 
graphite, cobalt, mercury and liquid fuels. Except for these, India is 
endowed with the basic mineral and power resources needed for indus¬ 
trial expansion though, in relation to the population, the reserves compare 
unfavourably with the important mineral regions of the world”. 

Initially, a provision of Rs. 106 lakhs was made for the expansion 
of the Indian Bureau of Mines and the further expansion of the Geolo¬ 
gical Siuvey of India. In 1955, with a view to accelerating the pace of 
mineral surveys, an additional grant of about Rs. 134 lakhs was given 
to I.B.M. and G.S.I. But out of this total provision of about Rs. 240 
lakhs during the First Plan period only about Rs. 69 lakhs were spent. 
It is really heartening to note that since 1949 two new uranium (main 
source of atomic energy) fields had been discovered in Singhbhum and in 
Central Rajasthan by the staff of the Geological Survey of India. 

Second Plan and Minerals: Remembering once again that indus¬ 
trial development hinges on mineral development, it will be interesting 
to compare the expenditure for mineral and industrial development in 
the First and Second Plans. The First Plan, aiming at a moderate 
degree of industrial development, earmarked about Rs. 1 crore for 
mineral development and Rs. 148 crores for the development of large 
and medium industries. The Second Plan, endeavouring to achieve a 
bolder industrial programme, has allotted Rs. 73 crores for mineral 
development and Rs. 617 crores for the expansion and development of 
large and medium industries. 

Mineral Development Policy in the Second Plan 

The emphasis on industrial development in the Second Five Year 
Plan necessarily involves an intensified programme of mineral develop¬ 
ment. The expansion of steel ingot capacity to 6 million tons will call 
for large-scale increases in the output of iron ore, coal, limestone, and 
dolomite and refractory materials. The development of the aluminium 
industry will increase the demand for bauxite. The expansion of the 
cement industry will accelerate the demand for limestone, gypsum and 
clay. During the Second Plan, surveys and investigations of mineral 
resomces will have to be done more intensively than during the First 
Plan period. A large increase in the production of coal, to be achieved 
in the public sector mainly from virgin areas, would require detailed 
prospecting of selected coal fields. Likewise increasing participation by 
the state in basic industries, like iron and steel, will require a thorough 
investigation of deposits of mineral raw materials such as iron ore, 
manganese ore, limestone and refractory minerals. These call for consi- 
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derable expansion of the Geological Survey of India and the Indian 
Bureau of Mines during the Second Plan period. 

OO Resources and Their Development 
in the Second Plan 

It has been estimated that Indian consumption of all variety of 
mineral oils would require production of about 5 million tons of crude 
oil. As against this, we are producing from single oil field of the 
country—Digboi about 400,000 tons of crude oil. This crude oil is 
refined in the Digboi Oil Refinery which belongs to the Assam Oil 
Company. Our requirements for oil are, however, growing. It has been 
estimated that if our economic development programmes proceed well, 
the estimated increase in the consumption of all types of fuel oil may 
be put at 70 per cent of current consumption. That is why in India’s 
Second Plan a provision of Rs. 11.5 crores has been made for oil 
exploration. 

Since the launching of India's Second Plan, the search for oil has 
been considerably intensified. The Oil and Natural Gas Commission 
was set up by the Government in August 1956 to undertake the explo¬ 
ration, exploitation and refining of mineral oil in the country. With 
assistance from Russian and Rumanian technicians, the Conunission 
started drilling at Jwalamukhi (in Punjab) in 1957 and struck oil and 
natural gas only one year after the start of operations. 

Drilling operations were started at a spot about five miles northwest 
of Cambay and here also oil was struck in September 1958. Work has 
also been in progress in the West Bengal basin under the Indo-Stanvac 
Agreement. A decision has recently been taken to form a Rupee Company 
(to be named Oil India Private, Limited) in partnership with the Burmah 
Oil Company for exploitation of the Nahorkatiya oil field (in upper Assam) 
and for construction and operation of a pipe line. For processing this 
crude oil, two refineries are proposed to be set up in the public sector. 
The construction of the pipe line and the establishment of the refineries 
are to be taken up in two stages. In the first stage, a pipe line will be laid 
from Nahorkatiya to Gauhati where a refinery with a capacity of about 
0.75 million tons is to be established and during the second stage, the pipe 
line will be extended to Barauni where a refinery with a capacity of about 
1.5 to 2.0 million tons will be set up. The Government has also decided 
to set up a wholly State-owned company to take up the distribution of 
oil from the two public sector refineries at Gauhati and Barauni. The 
Gauhati refinery is expected to go into production in 1961 and the Barauni 
refinery in 1962. 
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Forestry Resources and the Five Year Plans 

Unlike mining, which steadily exploits exhaustible resources, forestry 
deals with renewable natural assets and, what is more, often increases the 
value of national assets many times over at each renewal. Side by side with 
large-scale exploitation to meet increasing needs there must also be large- 
scale compensatory plantation and regeneration operations to replace 
what is removed. 

Forest development being a matter of long-term planning, early 
in the First Plan period (in 1952) the Central government in consulta¬ 
tion with States drew up a National Forest Policy. Among other things, 
this resolution laid down the main directions of forest development. 
These included measures for evolving a system of balanced and com¬ 
plementary land use, in which forests would have their rightful place, 
checking denudation in mountain regions and preventing erosion along 
the banks of rivers. They also included measures for increasing the 
supply of timber and other forest produce and for the progressive improve¬ 
ment of fodder and grazing resources. 

The First Five Year Plan provided Rs. 9.6 crores for forest deve¬ 
lopment. During the First Plan period. State governments carried out 
a number of schemes relating to afforestation, development of forest 
communications, strengthening of forest administration and formation 
of village and small-scale plantations. The total provision for forest 
development in the Second Plan is about Rs. 27 crores. We are of the 
opinion that a Forestry Commission should be immediately set up and 
it should be vested with responsibility for administration, planning and 
executing the National Forest policy laid down in 1952. Such a Commission 
would visualize on a planned basis the future of all-India forestry. 



Chapter 10 


NATIONAL INCOME 


National income accounting does not attempt to explain why 
national income is what it is during any given period. Its object is 
simply to indicate what national income actually was during a stated 
period and what its components were. We can explain the behaviour 
of national income only if we know what it is, what its components 
are, and some of the basic quantitative relationship among the com¬ 
ponents. National income accounting method should attach funda¬ 
mental importance to the problems of economic growth and economic 
welfare. National income estimates or accounts should make it possible 
to appraise the trends in the country’s economic growth and should 
give broad indications about the rate of change in economic welfare 
during the time period for which national income statistics are avail¬ 
able. This point is specially significant for an underdeveloped country 
like India, which has undertaken developmental planning with the 
objective of raising national income and living standards. In the 
growth-oriented and welfare-motivated Indian economy, national in¬ 
come accounting procedure should be such that we get a time series 
data of national income during the period of planning which would 
serve as a broad indicator for the rates of change of economic growth 
and welfare during the Plan period. 

General Concepts and Measures Useful for 
National Income Accounting 

We shall now briefly discuss three commonly known concepts and 
measures of national income or output, v/r., Gross National Product, 
Net National Product and National Income in the technical sense. 
These concepts were originally developed by the National Bureau of 
Economic Research of U.S.A. They are naturally more applicable to 
mature capitalistic system of the U.S. type and have to be substantially 
modified in the case of national income accounting in underdeveloped 
countries like India. Such modifications are necessary because of the 
dearth of reliable statistics and because of the existence of a non- 
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monetised agricultural sector where self-consumption and simple barter 
system prevail and where subsistence farming predominates. 

(i) Gross National Product or G.N.P. can be measured either (a) as 
the value of output or (b) as the sum of gross income shares. 

(a) G.N.P. as the market value of the output of goods and services 
produced by nation’s economy during a stated period of time is equal 
to personal consumption plus gross private investment (domestic and 
foreign) plus government purchases of goods and services. In other words, 
G.N.P. is the market value of output before deductions are made for 
capital depreciation, (b) G.N.P. can also be viewed as the sum of the 
shares of gross national income accruing to different members of the 
community. Viewed in this sense, G.N.P. includes indirect business taxes, 
capital depreciation allowances, compensation of employees, rental and 
interest incomes of persons, profits of unincorporated business and 
corporate profits. 

(ii) If from gross national product we subtract the value of capital 
goods produced for replacement purposes, we get net national product, 
which is the value of consumption plus the value of net investment. 
Net National Product during any given period is, therefore, simply G.N.P. 
minus capital depreciation during the period. 

(iii) National income statisticians, measuring net national product 
at current market prices, reduce the value of this income figure by indirect 
taxes to get a figure to which they give the technical name national 
income. This means that national mcome in the technical sense is equal to 
G.N.P. minus capital depreciation allowances and indirect business taxes. 
National income in the technical sense may also be computed by adding 
up the earnings payable to the factors of production, i.e., wages, 
interest, rent, and profits (in addition to making certain adjustments). 

DifiBcidties of National Income Calculations in India 

In India the difficulties of national income accounting hinges on 
two sets of problems—conceptual and statistical. 

(a) Conceptnal Difficulties. Almost all the conceptual difficulties 
arise from the typical underdeveloped nature of the Indian economy. 

(i) The large, unorganised, non-monetised sector of the Indian 
economy serves as the biggest bogey for national income calculations. 
National income accounting normally proceeds on the assumption of 
the existence of a monetised economy in which most of the commo¬ 
dities and services produced are exchanged for money. The small, 
modem capitalist sector of the Indian economy exhibits all the charac¬ 
teristics of a developed monetised economy and presents no funda- 
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mental difficulty for national income calculations. This is also the 
sector which contains the organised industries whose development, 
if properly handled, may generate a large dose of economic surplus. 
This surplus can be reinvested for the acceleration of economic growth 
and the expansion of national income. Thus the modern capitalist 
sector of Indian economy, containing growth potential, indicates in a 
direct way both national income and growth trends. But the large, 
unorganised, agriculture-dominated sector of the Indian economy 
makes national income calculation highly intricate and complex. This 
is because this big unorganised sector exhibits the fundamental charac¬ 
teristics of a non-monetised economy—^a considerable portion of out¬ 
put does not come into the market at all, being either consumed by 
the producers themselves or bartered for other commodities and 
services. Moreover in this unorganised sector, subsistence farming pre¬ 
dominates as a result of which surplus per head is almost nil. Thus, 
this semi-stagnant sector not only makes the problem of national in¬ 
come estimation highly difficult but also, in the absence of radical 
institutional changes in agriculture, contains very little growth poten¬ 
tiality. In fact, due to the lack of reliable statistics, the valuation of 
the output of subsistence farming is not only difficult in India but it 
also raises all sorts of awkward questions once we remember that our 
objective is to find out a concept of national income most appropriate 
from the growth angle in course of developmental planning. It should 
be noted in this connection that subsistence farming by its very defi¬ 
nition implies the failure to generate surplus. This significantly 
reduces the range of growth-oriented activities and makes the sector, 
dominated by subsistence farming, less important from the point of 
view of estimating the magnitude of a growth-oriented national income 
in a developing economy. 

(ii) Next difficulty arises from the fact that a good many of the 
Indian producers are not sure of the exact quantity and the value of 
the products they produce. In western countries, the practice of keep¬ 
ing accounts is common among the producers and economic statistics 
can be collected directly from individuals and enterprises. It becomes 
difficult to apply the western procedure of national income calcula¬ 
tions because the large unorganised segment of the Indian economy 
contains mostly illiterate people who even do not know the gross 
value of what they produce. Therefore, an assessment of output, pro¬ 
duced by the self-employed agriculturists, small producers and owners 
of household enterprises in the unorganised sector, would require an 
element of guess-work. 
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(iii) The lack of distinct differentiation of economic functions 
constitutes a formidable obstacle for national income calculations in 
India. Due to pressure of population on land and lack of work through¬ 
out the year, the agriculturist turns to other pursuits. In many cases 
agriculture is dovetailed to cottage and household industries, poultry 
and dairy fanning. Sizable groups among agricultural producers go to 
urban areas during agricultural slack seasons and work as domestic 
servants or factory labourers. This overlapping of economic functions 
stands in the way of proper classification of distinct groups engaged in 
specific occupations. Such a classification makes national income calcu¬ 
lations easier as it facilitates the assessment of the different groups, 
earning an income from a single industry. But in the case of India, 
the calculation problem becomes highly complex because occupation- 
wise classification of people into distinct groups is almost im¬ 
possible in the unorganised, agriculture-dominated segment of the 
economy. 

(b) Statistical Difficulties. Apart from conceptual difficulties, which 
we have so far discussed, there is the much more difficult problem 
of non-availability of the statistical data for the estimation of 
income. 

(i) The available data on gross volume of agricultural production, 
activities of the factory establishments, the income and expenditure 
of government, the working population and import and export items 
in the international balance of payments are both incomplete and subject 
to limitations. 

(ii) There are also major gaps in the supply of statistical data. 
Correct statistical informations are hardly available regarding agri¬ 
culture and related activities (in spite of the fact that Agricultural 
Labour Enquiries have recently made heroic attempts in this field). 
Almost no information is available on consumption expenditure and 
savings (if any) of the population attached to land. There is also a 
serious dearth of recent and sufficiently comprehensive data on 
consumption expenditure or savings of the urban population. 

(iii) Regional diversities are so wide in the sub-continent of India 
that inadequacy of data cannot easily be overcome by the utilization 
of the available data of one area for the other. 

(iv) Most of the available data gives joint information about India 
and Pakistan. This pre-independence data have to be reprocessed and 
readjusted before they can be used for estimates relating to the present 
Union of India. 
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National Income Measurement in India [witfi Special Reference to the 
Reports of the National Income Committee] 

(a) Measurement Procedure. The National Income Committee, 
which was appointed by the Government of India, with Prof. P. C. 
Mahalanobis as the Chairman in August, 1949, submitted its Final 
Report in February, 1954. This Committee, in their attempt to calculate 
India's national income, combined the Census of Products Method 
(Product Method) and Census of Income Method (Income Method) so 
as to overcome the deficiency of necessary statistics. 

(i) The Product Method endeavours to find out the net product 
or the net values added in all lines of production (including services) 
within a stated period of time. In other words, this method would give 
a net product which would be equal to the gross product (i.e., sales 
plus self-consumption plus increase in stocks) minus the value of inter¬ 
mediate products and capital depreciations. The net value added (i.e., 
the net. product) may be calculated for each industry. The sum of the 
estimates for all industries would give the net domestic product. The 
net domestic product plus net income from abroad would give net 
national income. The National Income Committee has used the pro¬ 
duct method for calculating the net value added by agriculture, forestry, 
animal husbandry, hunting, fishing, mining and industry. 

(ii) The Income Method tries to add up the incomes and pay¬ 
ments accruing to the factors of production. In this method, we add 
up net incomes and payments received by the normal residents of the 
national territory. The National Income Committee used the income 
method for adding up the net income arising, from trade, transport, 
public administration, professional and liberal arts and domestic 
services. 

(b) National Income Estimates in India. Even before the publica¬ 
tion of the National Income Committee Reports, heroic attempts were 
made by individual economists, official and unofficial bodies for the 
estimation of India’s national income. The pioneer in this line was 
Dadabhai Naoroji who estimated in a crude way that the Indian per 
capita income in 1868 was Rs. 20. In 1911, Findlay Shirras estimated it 
at Rs. 49. The first scientific calculation was undertaken by Dr. V. K. 
R. V. Rao, who estimated that per capita income in India in 1931-32 
was Rs. 65 and in 1942-43, Rs. 114. Eastern Economist calculated that 
the per capita income (for Indian Union Provinces only) was Rs. 214 
in 1949-50. On the other hand, the Ministry of Commerce estimated 
it at Rs. 272 for 1947-48. 

The National Income Committee, consisting of Prof. P. C. 
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Mahalanobis, Prof. D. R, Gadgil and Dr, V. K. R. V. Rao, with the 
collaboration of the National Income Unit and with the assistance of 
foreign experts like Prof. Simon Kuznets, for the first time provided us 
with an authoritative estimate of India’s National Income for 1948-49. 
The First Report of the Committee, published in April, 1951, contained 
national income estimates for 1948-49. The Final Report submitted in 
February, 1954, presented a revised estimate of the national income for 
1948-49 and also contained estimates for 1949-50 and 1950-51. Subse¬ 
quent estimates are available from the annual papers on national income 
issued by the Central Statistical Organisation. 

India’s national income at 1948-49 prices was Rs. 8,650 crores in 
1948-49, Rs. 8,820 crores in 1949-50, Rs. 8,850 crores in 1950-51, 
Rs. 9,100 crores in 1951-52, Rs. 9,460 crores in 1952-53, Rs. 10,030 
crores in 1953-54, Rs. 10,280 crores in 1954-55, Rs. 10,480 crores in 
1955-56 and Rs. 11,010 crores in 1956-57. The estimate for 1956-57 
(which is, however, based on partial material and is subject to revision) 
shows an increase of 5.1 per cent over the previous year, compared to 
the rise of 1.9 per cent during 1955-56. In fact, the figures noted in the 
above mentioned time-series reveal a rise in national income of 18.4 
per cent during 1951-52 to 1955-56, the First Five Year Plan period, 
afid of 5.1 per cent during 1956-57, the first year of the Second Plan. 
Over the period of the First Five Year Plan, the per capita income 
increased from Rs. 246.3 to Rs. 273.6, an increase of 11.1 per cent. 
In the agricultural sector, income has increased from Rs. 4,340 crores 
in 1950-51 to Rs. 5,020 crores in 1955-56, an increase of 17.98 per cent 
over the First Plan period. In the industrial sector income has increased 
from Rs. 1,480 crores to Rs. 1,760 crores showing a percentage increase 
of 15.91. In the commerce, transport and communications sector the 
increase is from Rs. 1,660 crores to Rs. 1,970 crores, the percentage 
increase being 18.67 per cent. In the “other services” (comprising of 
professions and liberal arts, government services and domestic services) 
sector, the increase is from Rs. 1,390 crores to Rs. 1,730 crores, the 
percentage increase being 24.46 per cent. Thus the fastest rate of in¬ 
crease has occurred in the “other services” and the slowest in the 
industrial sector. To sum up, developmental planning in India has not 
performed miracles in the domain of national income expansion but 
it appears that it has succeeded in producing a continuously rising time 
path of investment followed by a steadily rising time path of national 
income. 

Expressed at current prices, the national income for 1956-57 stood 
at Rs. 11,410 crores as against Rs. 9,990 crores for 1955-56 and 
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Rs. 9,970 crores for 1951-52. The rise of 14.2 per cent during 1956-57 
<as compared to 1955-56) in the national income at current prices was 
substantially higher than the rise of 4 per cent during 1955-56. Sector- 
wise, the income at current prices generated in the agricultural sector 
(including animal husbandry and ancillary activities) showed a rise of 
25.6 per cent in 1956-57 whereas the corresponding rise in the non- 
agricultural sector was only 4.6 per cent. The rise in the agricultural 
sector’s contribution was, of course to a large extent, due to the higher 
level of prices of agricultural commodities in 1956-57. 

The per capita income, at 1948-49 prices, worked out to Rs. 284 
for 1956-57 which was higher by 3.8 per cent and 13.6 per cent respec¬ 
tively when compared with the per capita incomes for 1955-56 
(Rs. 273.6) and 1951-52 (Rs. 250.1). The rate of rise in the per capita 
income at 3.8 per cent in 1956-57 showed a substantial improvement 
when compared with the corresponding rise of 0.6 per cent during 
1955-56. The per capita income, expressed at current prices, rose from 
Rs. 260.8 in 1955-56 to Rs. 294.3 in 1956-57. The larger increase at 
cmrent prices (i.e., 1956-57 prices) than at constant prices (/.e.. at 
1948-49 prices) was due to new inflationary trends in the economy which 
became prominent after the launching of the Second Plan. 

Summing up the main points we can say that at constant (1948-49) 
prices, the national income in the last pre-plan year (1950-51) was Rs. 8,850 
crores. In 1956-57, the latest year for which figures are available, the 
income was Rs. 11,010 crores, showing an increase over 6 years of about 
24 per cent. The per capita income increased over the same period from 
about Rs. 246 to Rs. 284, an increase of 15 per cent. The pace of increase 
was fairly steady throughout the period. In this connection it should be 
noted that the Second Five Year Plan contemplates an increase in national 
income of 25 per cent over 5 years; but the actual increase is likely to be 
less—our population is still increasing at a tremendous rate (according 
to Profs. Coale and Hoover, our annual rate of increase of population 
during the Second Plan period may become as high as 2% though the 
Planning Commission assumed it to be near about 1%). We would 
conclude by observing that, before 1961 census operations are completed, 
the government should appoint a Second National Income Committee 
for an appraisal of the estimates of national income already made 
on the basis of the First Committee’s recommendations and for a 
basic reorientation of the entire procedure of national income 
calculation followed at present. A growth-oriented estimation of 
national income would be most useful in the case of our rapidly 
developing economy. 
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Highlights of National Income Committee’s Obsenations 

(i) The per capita income of Rs. 246.9 (for 1948-49), calculated by 
the National Income Committee, when converted into U.S. dollars 
would be about S58.7. When compared with the per capita incomes 
of $1,453 of U.S.A., $870 of Canada and $85 of Iraq, our per capita 
income appears to be unusually low. The reason for this is that the 
majority of our people live from hand to mouth in the agriculture- 
dominated, subsistence sector of the economy. Per capita income is 
comparatively higher in the small capitalist sector of our economy. 

(ii) The Final Report of the National Income Committee shows 
that India's National Income calculated at 1952-53 prices increased 
from Rs, 8,650 crores (in 1948-49) to Rs, 9,530 crores (in 1950-51). 
Thus in three years national income in money terms increased by 
Rs. 880 crores i,e,, there was a rise of 10.15 per cent in our national 
income during these years. Put in money terms, this increase in national 
income seems significant but we should not forget that it was the 
rising trend of prices, which was silently working behind the scene. 
In the three years under consideration, wholesale prices (1939=100) 
increased from 376.2 in 1948-49 to 409.7 in 1950-51. This would put 
the wholesale price-rise at 8.90 per cent. Therefore, the “real” increase 
in national income between 1948-49 and 1950-51 was 1.25 per cent (/.e., 
10.15%-8.90%). 

(iii) Contributions to the national product by different types of 
occupations in our country reveal in a most convincing manner the 
lopsided nature of the Indian economy. According to the National Income 
Committee’s Report, agriculture (including animal husbandry) accounts 
for 50 per cent of our total national income. Commerce, transport and 
communications contribute about 18 per cent of the total. About 17 
per cent comes from manufactures, handicraft industries and mining. 
It is interesting to note here that in the case of U.K., the 1949 statis¬ 
tics of production show that industries accounted for about 54 per 
cent of her national income. This industry-wise break-up of India’s 
national income, which we have just indicated, throws much light on 
the unbalanced character of Indian economy and stresses the urgent 
necessity of developmental planning in India for achieving an expan¬ 
sion of national income by means of balanced growth. It is gratifying 
to note that our national government was quick in realising the 
gravity of the situation and launched the Five Year Plans for uplifting 
the economy, e?^panding national income and improving living 
standards. 

(iv) Next to agriculture and trade^ small enterprises constitute the 



142 


INDIAN ECONOMY—ITS NATURE AND PROBLEMS 


most important sector in respect of incomes generated. The problem of 
estimation of incomes earned in this sector is complicated by the un¬ 
organised nature of production and the scattered location of such 
enterprises (which are mostly of the household type). Nevertheless, 
the National Income Committee in its Final Report came to the con¬ 
clusion that in 1950-Sl, the small enterprises contributed 6S.8 per cent 
of the total domestic product whereas large enterprises contributed 
only 10.7 per cent of the domestic product. This shows that small 
enterprises, whose contribution is about 6 times that of large-scale 
business, occupy a distinct role in oiur economy. India’s Second Five 
Year Plan has appreciated this point and given a good deal of atten¬ 
tion to the expansion and reorganisation of small enterprises (specially 
household cum cottage type). 

(v) The National Income Committee’s estimates for the years 
1948-49 to 1950-51 indicate that the contribution to the national pro¬ 
duct by the agricultural sector increased in a more marked manner 
than the increases made by industry, commerce, transport and com¬ 
munications. The rise in prices of food and cash crops during this 
period, as a consequence of the Korean War, gave added incentive to 
the farmers to increase production and this stepped up the contribution 
made by the agricultural sector to the national product. 

(vi) The First Report of the National Income Committee reveals 
that slightly more than half of India's national income are utilized for 
consumer expenditure on food. The Report of the National Sample 
Survey (1955) indicates that in the rural sector of our economy food 
accounts for about two thirds of the total expenditure and cloth for 
about one tenth. Thus food and cloth are the two most important 
items on which bulk of our national income is spent. This point is 
significant in view of the large dose of deficit financing envisaged in 
India’s Second Five Year Plan. The expansion of money income by 
means of a bold deficit financing policy would create additional 
demand for food and cloth. Therefore, to check inflation, generated by 
a heavy dose of deficit financing, it is essential to have an elastic supply 
of food and cloth in our growing economy. 

National Income and Perspective Planning 

Planning is anyhow a continuous work and the planners have 
necessarily to look beyond the immediate planning period if they are to 
form an effective impact of their Plan upon the subsequent process of 
growth. While chalking out the First and the Second Plans, the Indian 
Planning Commission realised this point, took a longer perspective and 
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looked beyond the immediate planning period with a view to finding out 
the possible impact of the Plans upon the future process of development. 
Perspective planning in the sphere of national income expansion was 
undertaken for roughly calculating the rate of increase in productive 
capacity as a result of a continuously rising volume of new investment in 
a growing economy. On the basis of projections of certain existing trends 
coupled with a few intelligent guesses relating to the modification of 
such trends in future, the Planning Commission has constructed time 
series tables showing the possible future time path of India’s national 
income. 

The First and Second Plan Reports show the probable trends in 
the growth of national income in India over a period of 25 years. With 
the help of projections it is shown that, given a continuity of effort in 
terms of the assumptions made, India’s 1950-51 national income 
expressed in terms of 1952-53 prices (i.c., Rs. 9,110 crores) will double 
itself sometime in 1967-68, i.e., in about 18 year’s time. From the projec¬ 
tions made it also becomes evident that while the national income doubles 
itself in about 1967-68, for the doubling of the per capita income, we 
have to wait till about 1973-74. The increase in national income envisaged 
in the First Plan was 11 per cent. The progress Reports of the First Plan 
reveal that this target was exceeded. In fact, during the First Plan period, 
India’s national income increased by 17.7 per cent and stood at Rs. 10,480 
crores (in terms of 1948-49 prices) at the end of the First Plan period. 

The projections made in the Second Five Year Plan Report show 
that, in course of the Second Plan, India’s national income would in¬ 
crease by about 25 per cent and by 1960-61 would stand at Rs. 13,480 
crores. During the Third Plan period it would increase by 28 per cent 
and by 1965-66 would stand at Rs. 17,260 crores. During the Fourth 
and Fifth Plan periods national income is expected to increase by 25.6 
per cent and 26.8 per cent respectively so that by the end of the Fourth 
Plan period national income would rise to Rs. 21,680 crores and to 
Rs. 27,270 crores when the Fifth Plan would be completed. 

This upward trend in the national income, in course of develop¬ 
mental planning, has to be analysed in relation to population growth 
occurring simultaneously. The population, it is presumed by the Planning 
Commission, will be growing at the rate of 12.5 per cent during the decade 
1951-60. But it is feared that subsequently the rate of growth of population 
will be further accelerated. This is because control of infectious diseases, 
better hospitals and sanitation arrangements will most probably reduce 
the death rate, while the birth rate is likely to remain near its present 
level. Therefore it is expected that in the decade 1961-70 the popula- 
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tion will grow by 13.3 per cent and in 1971-80, by 14 per cent. Thus it is 
evident that there will be a dampening impact on the rate of growth 
of the per capita national income because of this acceleration in the 
rate of population growth. This explains why our per capita national 
income is expected to double itself five years after the doubling of 
national income. (Our national income will double in 1967-68 and our 
per capita income, in 1973-74.) 
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appendix to part III 

A. Tables Indicating the Trends in India’s National Income 


Table 3.1 

Movement of Net National Output 



56-57* 

55-56 

54-55 

53-54 

52-53 

50-51 

Net Output in Rs. abja 







At Current Prices 

114.1 

99.9 

96.1 

104.8 

98.2 

95.3 

At 1948-49 Prices 

IIO.l 

104.8 

102.8 

100.3 

94.6 

88.5 

Per Capita Net Output in Rs. 







At Current Prices 

294.3 

260.8 

254.2 

280.7 

266.4 

265.2 

At 1948-49 Prices 

284.0 

273.6 

271.9 

268.7 

256.6 

246.3 

Index Number of Net Output (Base 1948-49) 





At Current Prices 

131.9 

115.5 

111.1 

121.2 

113.5 

110.2 

At 1948-49 Prices 

127.3 

121.2 

118.8 

116.0 

109.4 

102.3 

Index Number of Per Capita Net Output (Base 1948-49) 




At Current Prices 

119.2 

105.6 

103.0 

113.7 

107.9 

107.4 

At 1948-49 Prices 

115.0 

110.8 

110.1 

108.8 

103.9 

99.8 


^Preliminary 

abja=100 crores= 1000 million. 

Source: Central Statistical Organization, Govt, of India. 


Table 3.2 

Growth of Income^ Investment and Population under Perspective Planning 
(1951-56 to 1971-76)* 


Item 

(0 

1.9/ Plan 
(1951-56) 
(2) 

2nd Plan 
(1956-61) 
(3) 

3rd Plan Ath Plan 
(1961-66) (1966-71) 
(4) (5) 

5th Plan 
(1971-76) 
(6) 

1. National income at the end 
of the period (Rs. crores) 

10,800 

13,480 

17,260 

21,680 

27,270 

2. Total net investment (Rs, 
crores) 

3,100 

6,200 

9,900 

14,800 

20,700 

3. Investment as percentage 
of national income at the 
end of the period 

7,3 

10.7 

13.7 

16.0 

17.0 

4. Population at the end of 
the period (in millions) .. 

384 

408 

434 

465 

500 

5. Incremental capital-output 
ratio 

1.8:1 

2.3:1 

2.6:1 

3.4:1 

3.7:1 

6. Per cegfita income at the 
end of the period (in Rs.) 

281 

331 

396 

466 

546 


*All estimates are expressed at 1952-53 prices. 
Source: Second Five Year Plan Report (1956). 
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India's National Income by Industrial Origin since 1948-49 {at 1948-49 Prices) 
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abja=100 crores=1000 million 

(0 ^timatw of National In^me, 1948-49 to 1956-57 (Issued by Central Statistical Organization), March, 1958 and 
inal Report of the National Income Committee, February 1954. 



B. Table Showing Recent Trends in India’s Mineral Production 
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PART IV 


Population and Agriculture 


Chapter 


II POPULATION 


India presents a bewildering spectacle of a large community sub¬ 
sisting at an extremely low level of living and at the same time a 
population growing at a relatively rapid rate. Indian population statis¬ 
tics show that the rate of population growth prior to 1921 was slow and 
erratic while subsequent to 1921 it has been maintaining a steady up¬ 
ward trend. An explanation of this feature can be obtained from an 
analysis of India’s past birth and death rates which reveal that in the 
three decades from 1921 to 1951 the death rates were markedly below 
the levels recorded prior to 1921 while the birth rates have remained 
practically stationary all through. In the near future, substantial declines 
in death rates (due to improvements in medical aid, sanitation and 
public health programmes) being likely, the potentialities are great for 
a further increase in the rate of population growth. 

India’s population at present is near about 400 millions and at 
the lowest minimum of 1,400 calories we are in a position to feed less 
than 300 million people. In other words, more than 100 million people 
are either starving or are on the brink of starvation. This is rather a 
shocking picture and one would wonder what India’s Five Year Plans 
propose to do for bringing about an adjustment between food supply 
and growing population. The Five Year Plans, make a double-barrelled 
attack on India’s population problem. By means of planning, we are 
simultaneously (a) aiming at slowing down the rate of population 
growth and (b) accomplishing a rate of economic development which 
would give us a more favourable ratio of resources to population. 
Under the Five Year Plans we are not only endeavouring to solve the 
food problem by thorough re-organisation and reorientation of agri¬ 
culture, but we are more concerned with the exploitation of the 
general resource-potentiality of the economy so that our people can 
enjoy better standard of living. 


150 




POPULATION 


ISI 


Underdeveloped nature of the Indian economy presents a series 
of obstacles in the way of economic progress. Of these, the rapidly 
growing population presents the most formidable problem. Population 
planning works slowly and yields moderate results in an underdeve¬ 
loped country, like India, where most of the people are illiterate. This 
is why, in spite of India’s First Five Year Plan’s attempt at family 
planning and population control, the problem remains practically un¬ 
solved. Greater efforts and more concerted action will be required for 
an effective solution of the problem. Careful population planning is an 
urgent necessity in India or otherwise population growth would tend to 
eat up economic growth. 

Population and Agriculture 

The average income in India is just enough to feed 2 men in every 
3 of the population. The result is—appalling poverty of the people 
which becomes specially visible in the countryside. The basic reason 
for this alarming condition is to be found in the imbalance between 
agriculture and industry. At the time of commencement of India’s 
First Five Year Plan, 70 per cent of the population subsisted on agri¬ 
culture and about 85 per cent were directly or indirectly dependent 
on land. Only about 1 per cent of the people were engaged in organised 
industry and about 5 per cent obtained their livelihood from small- 
scale industries, including cottage and handicraft types. Since then, 
this imbalance is being slowly removed by means of effective deve¬ 
lopmental planning. In the First Plan, agricultural re-organisation was 
aimed at not so much for expanding the area under cultivation but 
more for increasing production per capita by the introduction of 
better and improved methods of cultivation. The Second Plan aims at 
an all-out-programme of large-scale industrialization not only for re¬ 
lieving the pressure on agriculture but for the acceleration of the pro¬ 
cess of growth and ultimate improvement of living conditions of the 
masses. 

Population Growth and Food Supply 

Passing through a phase of high birth rate and declining death 
rate, India appears to be one of the most serious demographic pressure 
spots of the world. With a high population growth potential and about 
64 per cent of the people showing no or very little tendency towards 
adopting the preventive checks, Mr. Gopalswami estimated Indian 
population to touch an alarming figure of 520 millions by 1981. Keep¬ 
ing in view that alteration in population trends take at least 2 to 3 
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generations to materialize and reproduction behaviour takes about the 
same time to change, Dr. Chandrasekhar has recently estimated that 
at the present rate of increase, population of Indian Union would touch 
an alarming figure of one billion by the year 1999. 

The two determinants of the growth of population are birth and 
death rates. These have in recent years been undergoing changes due 
to important developments affecting the demographic, sociological and 
economic factors. There has been in fact a downward trend, fairly 
steep in recent years, in the death rate while the birth rate has not yet 
shown perceptible change. The net result is a more rapid increase in 
the rate of growth of population. This means that the increase in popu¬ 
lation during the Second Five Year Plan period is likely to be higher 
than in the First Five Year Plan period. It is interesting to note in this 
connection the recent studies made by Profs. Coale and Hoover of Princeton 
University. According to them the crude death rate during 1956-61 
may be lower by above 5 per thousand than what it was during 1951-56. 
On this basis we may have to allow for a population increase at the rate 
of 2 per cent per annum during the period of the Second Plan or an increase 
of about 8 million per annum. (The National Sample Survey also indicates 
a rate of population growth of about 1.8 or 1.9 % in the rural areas.) 

On the other hand, the Indian Planning Commission assumed that the 
population will grow by 12.5 per cent dining the decade 1951-61 {i.e., 
at an average rate of 1.25 per cent per annum). This would mean that 
the Indian population would increase every year by about 5 million. 
(It now appears that the Planning Commission’s figure is an under¬ 
estimate—^the population growth rate at present is nearer 2 per cent than 
1 per cent). Hie problem is—^how to feed these new-comers? It is quite 
true that every mouth brings with it a pair of hands to work. But the 
mouth starts functioning right away whereas fifteen or sixteen years must 
elapse before the hands can be profitably employed. Moreover, under 
the impact of developmental planning for achieving rapid industriali¬ 
zation it is most likely that the tempo of migration to urban areas 
from rural areas would appreciably increase. This means that there is 
a good possibility of a further acceleration of demand for food grains 
by the lu-ban population during the Second and subsequent Plan 
periods. Apart from this, it should be remembered that a large part of 
the Indian population is undernourished on account of poverty and 
hence the elasticity of demand for food is fairly high, more so in less 
developed rural areas. This would certainly make its mark on the 
relationship between population growth and food supply during the 
Five Year Plans. Thus the crux of the problem is how to bring about 
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an adjustment between the food supply and the growing population in 
course of developmental planning in India. 

Two basic approaches are available for solving this problem. The 
first one deals with the agricultural expansion and reorientation pro¬ 
grammes with the main emphasis on an increased supply of food. The 
second method is concerned with the reduction in the demand for 
food by encouraging the people to plan their families. The First Five 
Year Plan concentrated more on the first approach than on the second. 
The First Plan, with an outlay of Rs. 241 crores for agricultural deve¬ 
lopment and with the assistance of favourable climatic factors, increas¬ 
ed food production by 11 million tons. The food gap was thus tempo¬ 
rarily bridged during the First Plan period. On the other hand, the 
First Plan provided only Rs. 65 lakhs for family planning programme 
out of which a little over Rs. 18 lakhs were spent during the Plan period. 

It should be emphasized that a synchronisation between food and 
population growth can be achieved if effective measures are taken 
simultaneously on both the food and population control fronts. Com¬ 
prehensive type of population control policy should exist side by side 
with measmes for increasing food supply. Family planning on a wide 
scale among illiterate masses requires substantid amount of expendi¬ 
ture. This expenditure is certainly not a wastage; its ultimate results 
are almost equally gainful as those obtained from additional expendi- 
tiure for increasing food supply. It is gratifying to note that India’s 
Second Five Year Plan has partially appreciated this point. A provi¬ 
sion of nearly Rs. S crores has been made in the Second Plan for family 
planning programmes. It is expected that about 300 urban and 2000 
rural clinics will be set up during the Second Plan period for imple¬ 
menting the family planning programme. 

Population and Economic Growth 

With the progress of developmental planning, as envisaged in her 
Five Year Plans, India would continue to exploit her resources and 
environment in a more effective manner. What would be the conse¬ 
quence of this on population growth? First, because of better public 
health measures, mortality rate will probably show a decline. Second, 
in the course of development, the increase in income may be accom¬ 
panied by some increase in numbers unless the aspirations of the people 
undergo an offsetting modification. If this is true, the birth rate will rise; 
even if it is not true, the birth rate is likely to remain constant for some 
time simply because it is difficult to alter the long-established customs and 
institutions and effectively spread the message of family planning amongst 
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tradition-bound people. Thus it is most likely that in India the birth rate 
will rise or remain constant, while the mortality rate will decline so that 
population growth will be stimulated in course of developmental planning, 
at least in the initial stages. Rapid industrialization, by means of a bold 
planning technique, appears to be the basic solution for India’s population 
problem. Quick economic development would enable the country to pass 
the hump of the critical level of living when the growth of population 
would be checked, as happened in most other countries, and condi¬ 
tions would become more favourable for the promotion of family 
planning. 

We shall better appreciate the crucial role of population during the 
process of economic growth, if we summarize here in barest outline the 
theory of demographic transition. An agrarian low-income society, before 
it undergoes economic development, is usually characterized by high 
birth and death rates—the birth rates relatively stable, and the death rates 
fluctuating in response to varying fortunes. Then, with economic develop¬ 
ment, a reduction in death rates takes place. The reduction in death 
rates may be partly due to greater regularity in food supplies and to the 
establishment of greater law and order that come with better governmental 
organization in course of economic development. But the more important 
factors contributing to the decline are the improvements in sanitation and 
medical knowledge which can be regarded as somewhat indirect conse¬ 
quences of economic development. The decline in the birth rates usually 
occurs after a substantial time lag, in comparison with the decline in mortality 
rates. This is because even in a tradition-bound, backward society there is 
a general consensus in support of measures for reducing suffering and 
illness, but no such consensus supports the desirability of small families 
and family planning measures. This is exactly what is happening in our 
case during the Second Plan period—our high birth rate remains more or 
less constant, while the death rate shows signs of decline. 

As industrialization and the process of economic development 
continue, an increasing tendency towards urbanization develops and 
children are usually more of a burden and less of an asset in an urban 
environment than in a rural. Gradually the forces of traditional customs 
and beliefs also weaken. After all this, the birth rate begins to fall. The 
birth rate and the death rate then follow a more or less parallel downward 
course with the decline in the birth rate lagging behind. Finally, as 
further reductions in the death rate become difficult to attain, the birth 
rate gradually catches up the death rate—very soon both the rates become 
equal and a more gradual rate of growth is re-established. 
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Highlights of Indian Population 
[with Special Reference to 1951 Census] 

(а) Size: The population of India (excluding Jammu and Kashmir 
and the tribal areas of Assam) was 356.6 million at the time of the 1951 
census. If the estimated population of the excluded areas, mentioned 
above, are added to this estimate then, India’s total population in 1951 
would stand at 361.8 million. Thus India’s population constitutes about 
one seventh of the total world population. As regards size of population, 
India is second to China. In 1956, the total population of India was 
estimated to be near about 384 million. 

(б) Density: We do not find an even distribution of population 
throughout the country. States like West Bengal and Kerala are 
swarming with people whereas Assam and Rajasthan are sparsely 
populated. 1951 Census Report indicates that nearly one half of the 
Indian people live on less than one quarter of Indian land. In India the 
average density in 1951 was 312 per Sq. mile. This is quite high in com¬ 
parison to U.S.A., with a density of 49 per Sq. mile but quite low 
compared to Japan having a density of 579 per Sq. nule. 

(c) Age Composition: The 1951 Census Report shows that 38.3 
per cent of Indian population belong to 1 to 14 year group. 53.4 per 
cent, belonging to age group 15-55 years, constitute India’s working 
population. 8.2 per cent of the total population consist of people who 
are above 55 years. 

{d) Men and Women: Of the total population of 356.6 million 
(according to the 1951 census) 183.2 million (51.4 per cent) are men 
and 173.4 million (48.6 per cent) are women. Thus men exceed women 
by 9.8 million. The ban on the remarriage of widows coupled with an 
overall shortage of females present an important social problem in 
India. 

(e) Average Expectation of Life: For 1951, the average expec¬ 
tation of life in India was estimated at 32.45 years for men and 31.66 
years for women. This appears to be alarmingly low when compared to 
U.S.A. where the average expectation of life for men is 65 years and 
for women 70 years. It is, however, expected that with the improve¬ 
ment in public health and sanitation measures during the Five Year 
Plans, the average expectation of life would gradually increase in India. 

if) Rate of Growth: According to 1951 Census, between 1941- 
1951, India’s population increased by 41.4 million. This gives a 12.5 
per cent rate of growth over the decade or an annual growth of 1.25 
per cent. The Second Five Year Plan Report’s projection also shows 
that there will be a 12.5 per cent rate of growth over the decade 
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(1951-60). In the next decade 1961-70, the rate of population growth is 
assumed to be 13.3 per cent and in the decade 1971-80, the rate 
assumed is 14 per cent. On this basis, population would total 408 mil¬ 
lion in 1960-61, 434 million in 1965-66, 465 million in 1970-71 and 499 
or almost 500 million in 1975-76 when the Fifth Plan will be completed. 

ig) Birth and Death Rates: 1951 Census Report estimates that 
during the decade (1941-50) births have taken place in India at an 
average of 40 per thousand per annum, while deaths have occurred at 
an average of 27 per thousand per annum. This shows that the natural 
rate of increase in population was on an average of 13 per thousand 
per annum. As already mentioned, in course of developmental plan¬ 
ning in India, there are chances that death rate would be appreciably 
reduced without a similar reduction in birth rate. Thus, there is every 
likelihood that the natural rate of increase of population would be 
stepped up which would make the problem of population planning 
more difficult. 

(A) Rural vs. Urban Population (Recent Urbanization Trends): 
According to 1951 Census, 17.3 per cent of the total population of 
Indian Union belonged to the urban group. Thus the majority of people 
(82.7 per cent) were living in villages. Between 1941-51, the ntunber 
of cities increased by 27 (i.c., from 48 in 1941 to 75 in 1951) whereas 
the percentage of urban to total population increased by 3.3 (i.e., 14 
percent in 1941 to 17.3 per cent in 1951). So it appears from the 
Cen.sus Reports that there has been a marked increase in the trend of 
urbanization in India. Census Reports also indicate that the increase 
in urban population has been particularly rapid during the decades 
1931-41 and 1941-51. Urbanization in India has been essentially a city¬ 
ward migration specially of the male population. Over 40 per cent of 
the urban population is found in the cities. 

It seems that in the course of the Second and subsequent Plans, 
with the emphasis on industrialization, the rate of urbanization would 
be further speeded up. Therefore, a planned programme of urbani¬ 
zation, which would concentrate on the development of suburbs and 
on the construction of towns and cities in newly developed areas is 
of vital importance. 

Is India Over-populated?—Over-popolation Problem and 
India's Fire Year Plans 

The appalling poverty of our people, unusually high birth rate, 
serious food shortages accompanied by famines—are usually considered 
to be the symptoms of over-population in India. In support of the over- 
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population thesis, Indian economists have put forward many indirect 
evidences. It has been shown that during the last 30 years the rate of 
increase in population was appreciably liigher than the rate at which 
the area under cultivation increased. This has led to excessive pressure 
of population on land and has hopelessly deteriorated the standard of 
living of majority of the people in the agriculture-dominated subsistence 
sector of our economy. 

Probing deeper into the problem we find that in the traditional 
Malthusian sense, India possesses some of the characteristics of an 
over-populated country. One of the Malthusian tests of over-population 
is that rate of growth of population exceeds, in a distinct manner, the 
rate of increase in food supply. Available Indian statistics show in a 
most prominent way an imbalance between population growth and 
extension of cultivated area from where food supply is obtained. Be¬ 
tween 1921 and 1951 Indian population increased by about 44 per cent 
whereas the area under cultivation expanded only by 5 per cent. 
During the 30 years under consideration, (1921-51) there was no appre¬ 
ciable change in the technique of cultivation for stepping up the 
productivity of land. Thus, there was an acute food shortage which 
produced famine or near-famine conditions in many parts of the 
country. The Bengal Famine, which occurred in the first stage of the 
second world war, distinctly manifested the magnitude of the mal¬ 
adjustment between population growth and food supply position. 

The nature of the over-population problem in India can be best 
appreciated if we once again put the spotlight on the “two-sector 
economy” analysis. In the small organised, capitalist sector of the Indian 
economy, per capita income being higher, the people have greater 
purchasing power. A substantial amount of this purchasing power is 
spent on food. The expansion of capitalist sector during the process of 
rapid industrialization would produce greater demand for foodgrains. 
This demand has to be met by the agriculture-dominated, subsistence 
sector of our economy. It is in this subsistence sector that we already 
have a huge imbalance between population and food supply. In fact, 
symptoms of over-population are most prominent in the agriculture- 
dominated, subsistence sector of the Indian economy. Therefore if we 
want to remedy the over-population problem, we have to revolutionise 
the subsistence sector of the economy. 

The message of family planning should be carried to the doors 
of the illiterate masses living in the subsistence sector of our economy. 
The “Gram Sevak”—^the pivot of the Community Development Pro¬ 
gramme can be trained to perform some effective work in this direc- 



158 


INDIAN ECONOMY—ITS NATURE AND PROBLEMS 


tion. Side by side with the nation-wide propaganda for family plan¬ 
ning, we should take effective steps for raising the productivity of 
land and for transferring the redundant agricultural population to 
gainful employment elsewhere in the economy. The Indian over- 
population problem should be considered as the main offshoot of the 
semi-stagnant nature of the agriculture-dominated, subsistence sector 
of our economy. Because of ancient techniques and the callous attitude 
of the masses, most of the natural resources of the subsistence sector 
were not exploited. As a result of this the calculation of the optimum 
number of population which could get a livelihood from this sector, 
stood at a low level and, therefore, it was easy to prove that this 
sector, containing a majority of the Indian people, was over-populated. 
From the population analysis of the subsistence sector, emerged the 
general conclusion that Indian population exceeded the optimum number 
and was alarmingly high. 

Under a static, semi-stagnant atmosphere, a high and continuously 
growing population is really dangerous. During the British regime, it 
appeared more dangerous because no attempts were made to expand 
the small capitalist sector and to dynamise the large subsistence sector 
so that India's teeming millions could be effectively utilized for ac¬ 
celerating economic development. With the launching of Five Year 
Plans, the Indian Government is in a position to attack for the first 
time at the very root of the problem of over-population. The First 
Plan reorganised agriculture and the Second Plan has been put into 
action with an ambitious programme for industrialization. This means 
that a planned agricultural revolution, followed by a planned develop¬ 
ment of industries, would enable us to raise productivity per head 
which, in turn, would substantially mitigate the over-popidation pro¬ 
blem. With the aid of developmental planning, initiated by the Five 
Year Plans, Indian government is bringing about a better and more 
efficient utilization of resources. A better utilization of resources in¬ 
creases the national product and enables the maintenance of a greater 
number of people. In other words, resource utilization in a planned and 
efficient manner brings into the picture a new “optimiun” number of 
population which is substantially higher than the old “optimum”. 

But the problem in India is not only connected with the alarmingly 
high population but is also greatly concerned with the net addition to 
the existing population every decade. The Census Report of 1951 
reveals that between 1941-51, 50 million new-comers were added to 
the population. The Second Plan Report in its projection of future 
development of the Indian economy t^o assumes tlmt between 1951- 
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60 another 50 million new-comers would strengthen our population. 
This huge absolute increment on the top of the present high popula¬ 
tion has all the potentialities for aggravating the Indian over-popula¬ 
tion problem. Therefore, agricultural reorganisation cum expansion and 
development of industries in a planned manner would not fully solve 
the problem of over-population. In addition to planned development 
of agriculture and industry, immediate steps should be taken for effective 
implementation of the nation-wide family planning programme. 

Family Planning Programme in the 1st and 2nd Plans 

It was in our First Five Year Plan that for the first time family 
planning or conscious family limitation policy was inaugurated at 
governmental level. The First Plan’s provision of Rs. 65 lakhs was 
extremely inadequate in view of the fact that family planning message 
had to be spread over a very wide area. It is a pity that during the 
First Plan period only about Rs. 18 lakhs were actually spent on 
family planning work and research. However, during the First Plan 
period, a Committee was appointed to study various aspects of the 
problem and about a dozen of pilot centres were opened for popularising 
conscious family control methods and for investigating the desire for 
family planning amongst the people. 

The Second Five Year Plan continues the emphasis on population 
planning in a more distinct manner. During the Second Plan period the 
Central Board for family planning programme would render family 
planning advice and service and establish a sufficient number of centres 
for the training of personnel for family planning clinics. The Central 
Board would also extend all possible help to demographic research. It 
is hoped that during the Second Plan period, a large number of family 
planning clinics will be opened in big cities and major towns so that 
there would at least be one clinic for 50 thousand population. As 
regards small towns and nmal areas, clinics will be opened gradually 
in association with primary health units. The Second Plan provides 
Rs. 5 crores for family planning programme and aims at setting up 500 
urban and 2,000 rural clinics diving the Plan period. In 1956-57 the 
allocation for family planning programme was Rs. 30 lakhs but only 
Rs. 9.12 lakhs could be utilized, in 1957-58 all the Rs. 25 lakhs was 
spent and for 1958-59 the budget provision is Rs. 50 lakhs. We would 
once again emphasize that the key to India's economic future lies in the 
immediate and ^ective implementation of a nation-wide population control 
programme. In fact, for the success of our Five Year Plans, family planning 
on a national scale is an imperative need. 
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A Population Policy for India 

Population planning is destined to play the most important role 
during the process of economic development. This is because economic 
development aims at the progress and prosperity of the people living 
in a country. If we decide to undertake economic development in a 
planned manner, population planning should precede general develop¬ 
mental planning. We should not only know the exact number of 
existing population but should be also aware of the rate at which net 
additions are made to the present population. The rate of economic 
development and the speed at which resource utilization take place in 
course of an economic plan should be properly synchronised with the 
rate of growth of population. Well co-ordinated system of developmental 
planning should not only be concerned with the effective utilization of the 
existing population in productive employment but should also deal with 
the problem of surging torrents of new-comers. 

India urgently requires a democratic, positive population policy for 
effectively dealing with the net additions to the existing high popula¬ 
tion. If the devastating torrent of new-comers is not stemmed, the rate 
of economic growth, generated by the Five Year Plans, would be 
seriously dampened. This would happen because the fruits of economic 
progress would be mostly eaten up by the new additions to the popu¬ 
lation. India’s Five Year Plans’ stress on family planning programme 
is commendable but even a 5 crores of rupees’ expenditure during the 
Second Plan period is surely not enough for a nation-wide spread of 
the idea of planned parenthood. Moreover, the Second Five Year Plan, 
with its ambitious developmental expenditure, is likely to usher in a 
“population-explosive” period whose main characteristic would be a 
lower death rate without corresponding reduction in the birth rate. 
Experience shows that due to better public health measures, the initial 
favourable impact of economic development is always on the death 
rate; the faU in the birth rate takes place after a time lag. Therefore, 
we are of the view that the authors of India’s Second Five Year Plan 
should have specially taken into account the potential danger of an 
explosive population during the plan period. The population control 
policy, mainly in terms of family planning programme, lacks the ingre¬ 
dients necessary for effectively dealing with the problems of the 
“population-explosive” period. 

India requires a more effective population control policy which 
would launch a well-planned attack against over-population on all 
possible fronts. The following points should be taken into consideration 
while drafting a National Population Policy:— 
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(i) Planning should be undertaken both for the existing and the 
future population so that during the Plan period the rate of economic 
growth is accelerated and the benefits of economic progress are felt by 
a large number of people within the shortest possible time. 

(ii) In addition to better public health cum sanitation measures for 
controlling the death-rate, a well-coordinated programme on a national 
scale should be started which would try to utilize all possible methods 
for an effective quantitative control of population growth. 

(iii) A Population Planning Commission, consisting of demogra¬ 
phers, sociologists, statisticians and economists, is an urgent necessity 
in a “high-population—growth-potential” underdeveloped country like 
India during the process of planned economic development. The work 
of the Population Planning Commission would be to evolve a population 
control policy and to devise measures for its implementation. 

(iv) Family planning programme should be integrated with the 
Community Development Programme and the people should be con¬ 
vinced by means of adequate propaganda that “development planning 
becomes ten times more successful with family planning”. People should 
be made to realise that family planning implies planned family which 
serve as the basic pillar of a planned economy. 

(v) The State should substantially step up its expenditure for 
setting up as many family planning clinics as possible in rural areas. A 
family planning clinic for ten or twenty villages would be the ideal. 

(vi) Spread of adult education in rural areas is also essential in a 
backward country like India because this effectively broadens the 
horizons of the people and helps them to appreciate the urgent necessity 
of conscious family limitations during the process of planned economic 
development. 
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AGRICULTURAL PRODUCTION AND 
Chapter 12 GOVERNMENT POLICY 

With Special Reference to the Food Problem 

Although 70 per cent of the population of India is engaged in agri¬ 
culture, pressure of population on cultivated land resources, recurring 
droughts, irregular monsoons and insect plagues have kept agricultural 
production low and the country dependent on food imports from 
abroad. Famine is a constantly recurring danger in India and it is only 
in exceptional years that the country does not experience food short¬ 
ages. During 1951, India faced a food deficit of 2 million tons. The 
First Five Year Plan, therefore, did its level best for achieving self- 
sufficiency in food supplies. Planned agricultural re-organization, assisted 
by favourable climatic factors, made it possible to increase foodgrains 
production by 11 million tons during the First Plan period. As a result 
of this, near self-sufficiency conditions prevailed on the food front and 
food rationing and control virtually disappeared during the last phase of 
the First Plan. The nation was happy. But this good fortune did not last 
long. Weather King became moody once again. Monsoons were irregular. 
Food imports again made their ugly appearance. Food prices soared 
up; the Second Plan’s agricultural targets proved too modest and had 
to be revised soon. 

Main Problems of Indian Agriculture 

Indian agriculture presents a two-fold problem: 

(i) Agricultural conditions and practices differ from State to State 
in the Indian Union. Soil conditions, climatic factors and systems of 
cropping produce differences in agricultural productivity though the 
technique of cultivation is almost the same in different areas. Indian 
agriculture has continuously experienced difficulties arising out of 
differences in agricultural conditions and practices. No attempt at 
governmental level was made to solve the difficulties by means of co¬ 
ordinated agricultural planning during the British regime. Since the 
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inauguration of the Five Year Plans, sincere efforts are being made by 
the government for removing the obstacles in the way of agricultural 
development and for bringing about a radical transformation of Indian 
agriculture. 

(ii) Comparing Indian agriculture with that in other countries, we 
find that both productivity per acre and crop yields are distinctly low in 
India. There are various reasons for this:— 

(a) The farmers’ inability to purchase chemical fertilizers and 
over-exploitation of the soil by a system of continuous cultivation 
brought about a decline in the fertility of the land. 

ib) Absence of double-cropping and a system of effective crop 
rotation produced a sharp fall in agricultural productivity. 

(c) Uncertain character of the Indian monsoon coupled with the 
absence of a well-planned irrigation system seriously affected Indian 
agriculture. 

id) Poor live-stock, lack of good seed and modern implements 
proved great handicaps in the process of cultivation. 

(e) Due to sub-division and fragmentation the size of the holding 
was unusually small and most of the plots were scattered over a wide 
area; undersized and scattered holdings meant low productivity, waste 
and debt. 

(/) Thoroughly exploited by village money-lenders, Indian agri¬ 
culturists incurred heavy debts and most of their earnings were utilized 
in making large payments of interests; financially ruined, they could 
give little thought for improvement in cultivation and in many cases 
were forced to sell their land to the money-lenders. Thus lack of rural 
banking and credit facilities was responsible for the miserable condi¬ 
tion of the Indian farmer and the backward nature of Indian agriculture. 

(g) Absence of adequate transport and warehousing facilities, lack 
of grading and of standard weights and the presence of middlemen 
further deteriorated the conditions of the farmers. The result was that 
the farmers incurred heavy losses in bad times but gained very little 
when conditions improved; most of the profits were pocketed by 
middlemen and the farmers were left only with a bare subsistence. 

(A) Rigid and oppressive land-tenures, like the Zamindary system, 
enriched the landlords and increased the misery of the tenant-farmers; 
in most cases, of the net income of cultivation, less than l/5th was enjoyed 
by the actual cultivator and rest went to the non-working owner of the 
land. Thus absentee landlordism and economic serfdom of tenants were 
also responsible for backward agricultural systems and low productivity. 
Remedies: The Major obstacle to rising incomes of Indian 
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farmers arises from the fact that Indian agriciilture is starved for 
capital. If we want to put Indian agriculture on proper footing we must 
bring about both institutional and technical changes and introduce 
special means and devices for offsetting the speculative character of 
agriculture, arising out of uncertainties of the monsoon. Institutional 
changes should concentrate on a thorough revision of tenancy laws and 
land-tenure systems. Peasant-proprietorship coupled with mechanised 
type of co-operative farming may prove to be an effective solution. 
Thorough institutional changes should aim at completely abolishing 
high rents, accruing to the absentee landlords. Re-orgapization of rural 
credit system, extension of warehousing facilities would gradually 
eliminate the money-lender and the middleman and would put the 
institutional changes on a solid foundation. 

The technique of cultivation has to be revolutionised. Consolida¬ 
tion of holdings should be undertaken prior to the application of 
better and modern techniques. Better techniques would increase pro¬ 
ductivity per head and release a large number of people who have to 
be provided with non-agricultural employment opportunities. This 
means that formidable obstacles of Indian agriculture cannot be skip¬ 
ped by piecemeal, individual planning. Rejuvenation, reorganization 
and reorientation of Indian agriculture require co-ordinated and 
centralised planning, simultaneously aiming at agricultural development 
and industrial expansion. Consolidation of holding and introduction of 
large-scale mechanised farming are only possible if non-agricultural 
sectors of the economy (including the industrial sector) expand suffi¬ 
ciently to absorb the population released from land. The National 
Government, fully appreciating this problem, initiated in India develop¬ 
mental planning in a well-co-ordinated manner. 

Government’s Policy and Agricultural Planning 

British Policy: The British rulers in India for a very long time 
followed a policy of complete indifference towards Indian agriculture. 
With the introduction of provincial autonomy in 1937, popular minis¬ 
tries in the provinces showed for the first time a real interest for the 
upliftment and improvement of agriculture. But in the absence of an 
overall agricultural plan much progress could not be achieved. The 
actions of popular ministries were mainly limited in the fields of 
tenancy reform and scaling down of rural debts. It was only during 
the Second World War period when food imports were virtually 
stopped that serious weaknesses of Indian agriculture were revealed. 

Faced with an acute food shortage, the Indian government in 1943 
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initiated the Grow-More-Food Campaign. The Campaign was only 
partially successful and was unable to bridge completely the gap in 
food supply. Therefore, during the second stage of the Second World 
War, rationing and food controls played a distinct role in big towns 
and famine-stricken provinces. The partition of the country in 1947 
aggravated the food shortage because the rich food surplus areas of 
West Punjab and Sind were included within Pakistan. 

National Government’s Policy: In 1949, the Indian govern¬ 
ment started a comprehensive Food Self-sufficiency Drive with the 
aim of growing more cereals in the country so as to minimise food imports 
from abroad. The Food Self-sufficiency Drive prepared the ground for 
comprehensive agricultural planning which was initiated by India’s 
First Five Year Plan, launched on April 1, 1951. 

First Plan’s Agricultural Programme: In the First Five Year 
Plan agricultural production received the highest priority. There was 
a provision of Rs. 241 crores for programmes connected with agri¬ 
cultural development. During the First Plan period particular emphasis 
was laid on agrarian reforms and Community Development Programmes. 
The Japanese method of rice cultivation was successfully introduced 
in some of the important paddy-growing areas. Several multi-purpose 
river valley development schemes were enthusiastically undertaken. 
Land reclamation programmes also occupied an important position 
in the First Five Year Plan. Substantial importance was attached to 
soil conservation and more than Rs. 2 crores were spent for this pur¬ 
pose. As a result of all these measures, agricultural production increased 
by about 19 per cent during the First Plan period and food grains pro¬ 
duction was stepped up by 11 million tons. 

It should be noted that the First Plan was the first attempt at an 
overall agricultural planning in our country. When the First Plan was 
drafted, a comprehensive rural credit scheme was not ready and as 
a result of this an integration of land policy with rural credit policy 
could not be achieved in the First Five Year Plan’s agricultural pro¬ 
gramme. The planners, while chalking out the First Five Year Plan, 
were specially moved by the merits of co-operative farming and, there¬ 
fore, formulated a “Co-operative Village Management Scheme” for 
strengthening the movement of co-operative farming. But during the 
First Plan period, co-operative fanning movement was not very suc¬ 
cessful mainly because there were hardly any well-co-ordinated efforts 
at governmental level for integrating on a co-operative basis the average 
holdings of the peasant-proprietors. Moreover, subdivision and frag¬ 
mentation were not completely rooted out and as a result of this, the 
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average size of agricultural holdings remained small in spite of govern¬ 
ment’s policy for initiating planned institutional changes in Indian 
agriculture. 

Second Plan’s Agricultural Programme: The Second Plan gives 
more emphasis on industrialization than on agricultural development. 
As a result of this, the Second Plan envisages only about Rs. 341 crores 
for agricultural programmes though the total Plan Outlay is about 
Rs. 4,500 crores. Originally it was announced that food production 
would be stepped up by 10 million tons during the Second Plan period. 
Since then, this target has been revised to 15.5 million tons. 

It will be interesting here to note an important observation made 
by the Indian Delegation to China on Agricultural Planning and Tech¬ 
niques. As regards the Chinese agricultural planning, the Indian Dele¬ 
gation remarks: “no detailed schemes have been worked out as to how 

the agricultural targets are to be achieved.a general statement has 

been made that these targets would be achieved partly by what the 
Chinese called social reforms and partly by technical reforms.... By 
social reform is meant agrarian reorganization in general and the orga¬ 
nization of peasant holdings into co-operative farms in particular”. 
It seems we have much to learn from China. 

Indian agricultural planners should remember that during the 
First Plan period, institutional changes in agriculture were not quite 
up to the mark and as a result of this, though the theoretical structure 
of comprehensive agricultural planning was available in the First Plan, 
it could not be put into practice. What is urgently needed in the sphere 
of agricultural planning is an effective transformation of the social 
structure into an institutional framework which would appreciably 
increase agricultural productivity. For this purpose, comprehensive 
organizational effort, thorough teamwork and effective follow-up arrange¬ 
ments are absolutely essential. The Second Five Year Plan does not 
improve matters. Its agricultural programme lacks full co-ordination 
and synthesis. It is, however, gratifying to note that lately the Govern¬ 
ment has begun to realise the urgency of the agricultural reorganisation 
problem and has drawn up a new agrarian policy, based on joint co¬ 
operative fanning, for the “dynamisation” of the rural sector. 

Food Problem and Policy up to the First Plan Period 

Food Policy before Independence —It was only after the creation 
of the Food Department at the Centre in 1942 that the food shortage 
problem engaged the attention of government. The disastrous Bengal 
Famine of 1943 stirred the government to action and a mild type of 
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double-barrelled attack was made on the food front. No attempt was, 
however, made for a thorough reorganization of Indian agriculture by 
means of co-ordinated overall developmental planning. The long-term 
policy for solving the food shortage hinged round the recommendations 
of the Foodgrains Policy Committee of 1943 (popularly known as the 
Krishnamachari Committee). The short-term remedy was based on food 
control and rationing. 

(a) Grow-More-Food Campaign as a Long-term Policy: Ins¬ 
pired by the Krishnamachari Committee Report of 1943, the provin¬ 
cial governments launched Grow-More-Food Campaigns with the 
objectives of (i) bringing new lands and fallow lands under cultivation; 
(ii) extending the use of better manures and improved seeds; and (iii) 
improving irrigation facilities. The Central Government during the 
British rule gave subsidies and loans amounting to Rs. 16 crores for 
the Grow-More-Food Campaign. But the Campaign could not produce 
the expected results because it was not supplemented by a compre¬ 
hensive and integrated plan for overall agricultural development and 
reorganization. Another reason for failure of the Campaign was that 
there was no suitable agency like the Community Development Organi¬ 
zation or the National Extension Service for conveying the message 
of the Campaign to the actual tillers of the soil. 

{b) Food Controls as a Short-term Remedy: After the Bengal 
Famine of 1943, first concrete steps for introducing food controls were 
taken by the Wavell government. Measures introduced during the 
British regime were connected with the formulation and administration 
of food controls, system of procurranent from villages, equitable distri¬ 
bution through statutory rationing and controls on prices and move¬ 
ments of foodgrains. The result was that when the British left in August 
1947 food rationing had extended to 145 million people living in towns, 
cities and even in rural areas. Corruption, profiteering and black-market¬ 
ing crept in and made the whole situation hopelessly alarming. 

Food Policy after Independence—^The National Government after 
independence pursued a policy of gradual decontrol which was supple¬ 
mented by a reoriented Grow-More-Food Campaign and the Food 
Self-sufficiency Drive. The whole problem was also attacked at its very 
root by means of the Five Year Plans which aimed at reorganization 
and revitalisation of Indian agriculture. 

(a) Food Decontrol Policy: Just after independence, in Decem¬ 
ber 1947, National Government on the advice of Mahatma Gandhi 
experimented with decontrol of foodgrains. Such a hasty action was 
unwise and, with the steep rise in food prices, controls had to be in- 
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troduced once again. However, the success of the Food Self-sufficiency 
Drive and the effective implementation of the foodgrains targets of the 
First Plan enabled the government to follow a progressive decontrol 
policy from the middle of 1932 as a result of which food controls and 
rationing were virtually abolished in India on July 10, 1954. 

(h) Grow-More-Food Campaign and Self-sufficiency Drive: 
After independence, the Grow-More-Food Campaign was reoriented 
and integrated with the Community Development cum agricultural 
programme of the First Five Year Plan. Reoriented Grow-More-Food 
Campaign was shaped on the basis of the recommendations made by 
the Second Foodgrains Policy Committee of 1947 (popularly known as 
the Thakurdas Committee). The reoriented G.M.F. Campaign placed 
much reliance on the methods of intensive cultivation and took effec¬ 
tive steps for the fixation of definite targets from year to year for addi¬ 
tional food production in each state. Prior to the laxmching of the First 
Plan there was also a Food Self-sufficient^ Drive which was initiated 
by Sri K. M. Munshi, the then Food and Agriculture Minister. Under 
this Drive, measures were taken for extension of irrigation facilities, 
protection of plants from pests and diseases and for the organization 
of crop competitions. The target of additional production, envisaged 
by the Self-sufficiency Drive for the two years (1949-50 and 1950-51), was 
put at 72 lakh tons but only 25 per cent of the target could be achieved. 

(c) Food and First Five Year Plan: The First Plan, with a marked 
emphasis on agricultural reorganization and improvement, allotted 
Rs. 357 crores for agriculture and Community Development. The target 
of additional production of foodgrains during the First Plan period 
was put at 7.6 million tons so that the country might be self-sufficient 
at a per capita food consumption of 14 oz. per day. Overall agricul¬ 
tural planning initiated by the First Plan coupled with a series of timely 
and favourable monsoons worked miracle and the First Plan’s food 
target was substantially exceeded. The production of foodgrains rose 
from about 54 million tons before the Plan to about 65 million tons 
in the last year of the Plan. Consequently food imports came down 
from 4.7 million tons in 1951 to only 0.7 million tons in 1955. The food 
battle appeared to have been won and the Indian economy could be 
freed from the complex and wearying system of controls which had 
been in existence for nearly 10 years. 

Importance Foodgrains in a Developing Economy (India) 

In a predominantly agricultural economy like India, undergoing 
transformation under the impact of a planned process of industrial!- 
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sation, the quantity and the quality of foodgrains available assume 
special importance. It should not be forgotten that the rate at which 
industrial development cum urbanization takes place is necessarily pre¬ 
conditioned by the rate of increase in the supplies of marketable sur- 
.plus of foodgrains. A developing economy, with an expanding industrial 
sector, requires a quantitative and qualitative increase in foodgrains 
production for feeding her working force. The process of industria¬ 
lisation, buttressed by ambitious type of development planning, tends 
to create partial imbalance in the various sectors of the economy through 
investment activities in the sphere of heavy and basic industries. The 
net result is that shortages of essential consumer goods develop all 
over the economy and food shortage may become quite acute; hence 
arises the importance of an increased flow of foodgrains. 

In India, in addition to this “food barrier’’ acting as a basic limit¬ 
ing factor on rapid industrial expansion, the pressure of a growing popu¬ 
lation increases the importance of foodgrains. The estimated popula¬ 
tion of the country by 1960-61 is likely to be over 408 million. An 
extra 50 million in the period of one decade, almost the whole popu¬ 
lation of Great Britain or Western Germany; that is the magnitude of 
the demographic pressure operating on the Indian economy. In fact, an 
increasing population is compelling us, like the Red Queen in “Alice 
in the Wonderland,’’ to run faster and faster to be at the same spot. 
From official statistics we And that in 1957, the population stood at 
392.4 millions and the food production at 68.69 million tons. Besides, 
there was an import of 3.72 million tons. The total foodgrains avail¬ 
able were thus 72.41 milli on tons. This gives the per capita availability 
of foodgrains per day as 18 ounces against 25 ounces as recommended 
by the nutritionists. Thus the average consumption of foodgrains per 
head per year is of the order of 5 mds against the nutritional require¬ 
ment of 7 mds. Mr. J. De Castro has shown in his “Geography of 
Himger” that man’s fertility is connected with hunger. Hunger spreads 
from latent deficiencies due to conditions of malnutrition and under¬ 
nourishment and makes population planning extremely difficult unless 
there is a quantitative increase and a qualitative improvement of food- 
grains production. In a welfare state like India, under the impact of 
developmental planning, attempts should be made to remove hun^r 
wherever found; hence arises the importance of a quantitative cum 
qualitative increase in foodgrains production. 

Moreover, it should be remembered that at present the consump¬ 
tion levels in our country is not only being influenced by the growth 
of population but also by the improvement in per capita income caused 
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by increased investment activities under the Five Year Plans. A large 
part of the population is under-nourished on account of poverty and 
hence the elasticity of demand for food is fairly high, more so in less 
developed rural areas. As development proceeds and incomes gradually 
rise, it is most likely that there will be a further rise in the consump¬ 
tion trend of foodgrains; hence it is most urgent that we take 
immediate steps for boosting up foodgrains production in our 
country. 

It is interesting to note in this connection the observations recently 
(April, 1959) made by a Team of Agricultural Experts of the Ford 
Foundation which visited India. The Experts estimate that by the end 
of the Third Five Year Plan, India will have a total population of 480 
million—80 milli on above the present figure. While agreeing that the 
food production target of 110 million tons proposed for the Third Plan 
is reasonable, they, however, fear that unless the present rate of food 
production in India is trebled this target cannot be achieved. There¬ 
fore in a developing economy like India, food production programme 
must get the highest priority in terms of personnel, seeds, fertilizers, 
irrigation facilities, capital equipments and other resources. Ail this 
simply means that the "food barrier" is the main obstacle in the way 
of planned development in India. Our crucial deficiency is mainly food 
deficiency and, in the face of a rapidly growing population, it is likely 
to last unless we bring about thorough institutional changes in agriculture 
and revolutionize food production techniques. 

Food Problem and Policy during the Second Five Year Plan 

(a) Food Target of the Second Plan: Inspired by First Plan's 
brilliant results on the food front, the Second Plan, though much bolder 
than the First in regard to the volume of development expenditure, 
initially chalked out a modest target for food production. A target of 
10 million tons of additional production of foodgrains was originally 
fixed for the Second Plan period by the Planning Conunission as com¬ 
pared to 7.6 million tons in the First Plan. 

The food and agriculture targets proposed under the initial draft 
of the Second Plan came up for review at a meeting of the National 
Development Council held in May, 1956 at which doubts were ex¬ 
pressed as to whether the targets were adequate. It was primarily the 
rising trend in food prices, which characterised the early months of 
1956, that gave rise to these doubts. It was felt that higher rates of in¬ 
crease in agricultural production were essential for meeting the domestic 
demands, for increasing export earnings and for providing adequate 
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safeguards against the possibility of inflation arising out of the imple¬ 
mentation of the Second Plan with its emphasis on schemes of economic 
and social overheads. 

The Planning Commission convened a series of meetings and held 
discussions with individual states at which the proposals for increasing 
food and agricultural production of each state were reviewed. As a 
result of this review, the target of additional food production was raised 
to 15.5 million tons as compared to the original target of 10 million tons. 
Priority was given to such schemes as were relatively less capital-intensive. 
It was felt that unless agricultural production was given the highest 
priority in the National Extension and Community Development Pro¬ 
gramme, it would not be possible to achieve the higher targets for food 
and agricultural production. 

{b) Causes of Food Shortage: With black clouds looming large 
again on the food front, it is worthwhile examining afresh the causes 
of the present food crisis. It appears to us that the present food short¬ 
age, culminating into a steep rise in foodgrains prices, is due mainly 
to the growth in demand arising from increased investment outlay of 
the Second Plan, the relatively inadequate rise in domestic production 
of foodgrains resulting from unfavourable weather conditions and modest 
programmes for food and agriculture envisaged in the Second Plan, and 
the tendency to hoard stocks by the producers as well as the traders in 
a quasi free market mechanism. The last point requires some clarifi¬ 
cation. Land reform, extension of credit and measures for helping general 
agricultural developments during the Five Year Plans have resulted 
in bigger holdings. The produce of these lands which previously used 
to be appropriated by millions of peasants is now appropriated by 
a relatively smaller number of ex-intermediaries. It appears to us that 
a large proportion of the total potential market supplies of agricul¬ 
tural produce at present belongs to the larger and wealthier produ¬ 
cers who have been benefited by the recent land reform and rural credit 
measures and who have both the capacity and the power to stock their 
produce. Despite this change in the composition of the producers and 
improvement of their holding power, the traders’ position in the sphere 
of inventory build-up remains as important as before. The traders’ 
“propensity to stock” foodgrains steeply increases in anticipation of 
further rise in prices in an atmosphere of scare caused by frequent fail¬ 
ures of rains and near-famine conditions in various parts of the 
country. 

It is interesting to compare our analysis of the food shortage with 
the analysis recently made by the Foodgrains Enquiry Committee (1957). 
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The Committee has provided three possible explanations for the recent 
decline in marketed surplus and the consequent food crisis, (i) Firstly, 
the producers consumed more than before, (ii) Secondly, a tendency 
for holding grains for a longer period than usual developed in anti¬ 
cipation of further rise in prices, (iii) Thirdly, the producers’ need for 
cash to meet necessary commitments could be fulfilled with the lower 
sale because of the prevalence of a relatively higher price for food- 
grains. It should be noted that the third explanation is actually a corol¬ 
lary of the second; the two explanations when combined together convey 
almost the same meaning as our explanation in terms of a rising ten¬ 
dency to hoard stocks. In the absence of reliable data, we find it extremely 
difficult to agree with the Committee that the consumption of farmers 
have increased so much that it has affected the marketed surplus. In fact, 
the first explanation given by the Committee cannot be accepted as 
a general proposition though it may hold good in the case of a few 
sub-marginal farmers. 

(c) Remedial Measures: In October 1955, with a shortfall in 
millet crop, the food situation in the country began to take a rather 
rapid turn for the worse. From October, 1955, with increased pressure 
on the demand side, the price uptrend was noticed in the case of wheat 
also. From January, 1956 onwards, rice prices turned upwards. Specu¬ 
lative elements took advantage of the situation and consequently the 
government, with the help of the Reserve Bank, introduced a policy of 
credit squeeze. With a view to discouraging speculative holding of stocks 
with the help of bank finance, in the middle of May, 1956 the Reserve 
Bank issued a directive to banks requiring them to increase the mar¬ 
gins in respect of their loans against paddy and rice and to refrain from 
granting fresh advances in excess of Rs. 50,000 against this security. 
Further tightening up of restrictions on grant of advances by banks 
against hypothecation of foodgrains was effected. The most important 
directive by the Reserve Bank was, however, issued on June 7, 1957 
which made it obligatory on banks to raise margins in respect of credit 
against all foodgrains to a minimum of 40 per cent. Further, for the 
first time as a mandatory provision, it required banks to maintain in¬ 
dividually their level of credit against paddy and rice at not more than 
66§ per cent and against other foodgrains at not more than 75 per 
cent of the respective levels at the corresponding time of the previous 
year. In spite of this credit squeeze there was no substantial fall in the 
prices of foodgrains, specially rice and paddy. 

Other short-term measures implemented by the government in¬ 
cluded the introduction of a system of licensing arrangement for bring- 



AGRICULTURAL PRODUCTION AND GOVERNMENT POLICY 173 


ing under control the large grain merchants in selected localities and 
the establishment of fair price shops for the distribution of foodgrains 
in scarcity areas. The government also appointed a high-power Com¬ 
mittee in June, 1957, under the Chairmanship of Shri Asoka Mehta, 
to review the food situation and to make necessary recommendations. 
The main recommendation of the Committee hinges on the setting up 
of a suitable organization, to be known as Foodgrains Stabilization 
Organization, for executing an effective price stabilization policy for 
foodgrains. The Committee also maintains that food distribution should 
be primarily through fair price shops or through institutions like co¬ 
operative societies or employers’ organizations. We are of the opinion 
that short-term measures, with its main emphasis on the supply side, 
cannot basically solve our food problem which is tending to become 
chronic with the passage of time. A co-ordinated view of the policies 
of land reform, credit and agricultural development is required with 
the emphasis on output expansion. Long term measures should be 
taken for gradually limiting the present excessive hold of substantial 
producers over agricultural produce. Serious consideration should be 
given to the policy of imposing ceilings on existing land holdings and 
its quick implementation. With that the “propensity to stock” of the 
substantial producers will be appreciably limited. A ban on all 
speculations in foodgrains is also necessary since fluctuations of the 
forward markets tend to influence strongly the “propensity to stock” 
of the traders as well as the producers. 

Last but not least, we should remember that in a country like India, 
where agriculture depends on the vagaries of the monsoons, crop insu¬ 
rance is an absolute necessity. Crop insurance is the best technique 
by which the losses suffered by a few agriculturists, because of uncer¬ 
tain climatic conditions, can be shared by all the farmers who are ex¬ 
posed to the same risk in varying degrees. The broad objective of crop 
insurance is to protect the individual farmer against the hazards of 
floods, droughts, hre, untimely and excessive monsoons and attacks 
of insect pests. Effective implementation of crop insurance during the 
process of developmental planning in India would be conducive to¬ 
wards creating a food reserve and promoting stability of prices. We 
urge the government to take immediate steps for the introduction and 
implementation of at least pilot schemes of crop insurance in the Com¬ 
munity Development blocks as an experimental measure during the 
remaining years of the Second Plan. With experiences gained, it would 
be possible to extend crop insurance over a wide area and on a wide 
scale during the subsequent Plan periods. 
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Analysis of the Factors Responsible for the Recent Rise 
in Foodgrains’ Prices 

The Foodgrains Enquiry Committee (1957) states that on the 
whole the recent rise in foodgrains’ prices may be ascribed to a general 
increase in demand resulting from the increase in investment expendi¬ 
ture on public and private accounts financed by deficit financing and 
credit expansion during the last few years. These general inflationary 
forces tended to manifest themselves through various factors on the 
demand side of foodgrains. With a steady increase in the purchasing 
power of the public, there has been a change both in the volume and 
pattern of food consumption of many sections of the people. For in¬ 
stance, people who used to live on roots like tapioca and sweet potatoes 
are transferring their demand to millets, or coarse rice and those who 
used to take millets formerly are now shifting over to rice and wheat. 
Another factor which alfected the demand side was the change in the 
“propensity to stock”. In 1955-56, most of the stockpiling was done by 
the traders but in 1956-57, there was a significant change and a large 
part of the stockholding was done by big and medium producers also. 

Reviewing the supply position of foodgrains, the Committee states 
that the fall in the production of millets to the extent of 3 million tons 
in 1955-56 initiated the price uptrend in 1955, and increased the pres¬ 
sure of demand on both rice and wheat. Unfavourable weather condi¬ 
tions and irregular monsoons acted as aggravating factors. It should 
be remembered that with a situation generally favourable to a rise in 
prices of foodgrains, it is first the shortfall in production and later the 
slowing down in market arrivals which push the prices of foodgrains 
sharply upwards. Our recent experience with foodgrains’ prices aptly 
shows the basic truth behind this proposition. 

To sum up, the rise in prices, since the middle of 1955, is essentially 
an outcome of monetary and other general factors interacting on certain 
aggravating factors pertaining to demand and supply of foodgrains. There¬ 
fore, to explain the recent rise in foodgrams prices it is not enough 
to focus the spotlight on a temporary imbalance between supply and 
demand; one should probe deeper into the problem and analyse the 
causes of the structural discrepancy that has resulted in our economy 
from the process of unbalanced growth in course of the Five Year Plans. 

Measures for Stabilizing Foodgrains Prices 

For the stabilization of foodgrains prices, the Foodgrains Enquiry 
Committee (1957) recommends the setting up of what it calls a Food- 
grains Stabilization Organization. This will be a large trading body 
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whose main function will be to counteract the fluctuations in food- 
grains prices by undertaking what are called buffer stock operations, 
namely, buying when and where prices tend to fall and selling when 
and where prices tend to rise. The Committee is of the opinion that, 
in addition to the Foodgrains Stabilization Organization, the govern¬ 
ment should set up another high powered authority, to be known as the 
Price Stabilization Board, for the formulation of policy for price stabi¬ 
lization in general and for determining from time to time the programme 
of enforcing it. The Foodgrains Stabilization Organization will, from 
time to time, have to fix limits of prices at which it would buy or sell 
within the range of prices for its operation fixed by government on 
the advice of the proposed Price Stabilization Board. But the precise 
status of the proposed Price Stabilization Board remains unexplained, 
though one can presume that the Board will be at the Ministerial level, 
where policies are made, and not at the level of the Secretariat. 

It should not be forgotten that stability of food production, on 
which hinges the problem of price stability, depends, to a large extent, 
on the relative price relationsliip which the food crop bears to the 
commercial crop. Therefore, what the country urgently requires at the 
present moment is an integrated price structure which tries to main¬ 
tain the stability in price ratios between the price of commercial crop 
and the food crop and also, if possible, between the general price level 
of agricultural produce and the manufactured consumer goods. 

Analysis and Appraisal of the Recommendations of the 
Foodgrains Enquiry Committee (1957) 

The Foodgrains Enquiry Committee, with Shri Asoka Mehta as 
its Chairman, was appointed by the government in July, 1957 and its 
Report was published in November, 1957. The Report presents handy 
and useful data and probes deep into the factors which have contri¬ 
buted to the rise in foodgrains prices since the launching of the Second 
Five Year Plan. But the Committee comes to no startling conclusions 
and its recommendations, arising out of trite generalities, are of aver¬ 
age merit. 

(i) The Committee has laid down the stabilization of foodgrains’ 
prices as the primary objective of food policy. It has recommended the 
setting up of a high powered authority, to be known as the Price Stabi¬ 
lization Board, for the formulation of policy and programme for price 
stabilization in general. It has also proposed the establishment of a suit¬ 
able organization, to be called the Foodgrains Stabilization Organiza¬ 
tion, to execute that part of the policy and programme framed by the 



176 


INDIAN ECONOMY--ITS NATURE AND PROBLEMS 


Price Stabilization Board as may relate specifically to purchase and 
sale operations in the field of foodgrains. In an economy like ours, free 
trade is certainly motivated by the desire of the private traders to secure 
maximum profit and when foodgrains’ supply become marginal, as 
at present, it is natural that a Stabilization Organization would be neces¬ 
sary for neutraliziug the elements of speculation and cornering of food- 
grains by private merchants. But one wonders whether the Foodgrains 
Stabilization Organization would function efficiently either as a separate 
department of the Ministry of Food and Agriculture or even as a statu¬ 
tory corporation staffed with government officials. 

(ii) The Committee states that it is desirable to set up a body of non’- 
officials, called the Central Food Advisory Council, to assist the Food 
Ministry and Price Stabilization Board. Similarly an organization called 
Price Intelligence Division for collecting all relevant data should be built 
up with a senior officer as head who will also act as Secretary to the 
Price Stabilization Board. The Price Stabilization Board with the help 
of the Central Food Advisory Council and the Price Intelligence Divi¬ 
sion will keep a careful watch over the price situation and recommend 
necessary action from time to time. We, however, doubt the utility, 
of so many new organizations. We are afraid that the adding of too 
many wheels to the coach would create fresh problems of co-ordination 
and seriously impair its efficient working. 

(iii) The building up and maintenance of an adequate reserve stock 
as distinguished from any buffer stock is one of the most important 
tasks of the Foodgrains Stabilization Organization. In this context, the 
Committee feels that an annual import of 2 to 3 million tons of food^ 
grains will be required over the remaining period of the Second Plan, 
It is surprising to note that on this point the Committee shows a Micaw- 
ber-like attitude, indulges on a good deal of wishful thinking and 
avoids a thorough analysis of the implications of a policy of importing 
foodgrains in the context of the present foreign exchange crisis. 

(iv) Referring to the short term measures relating to control of 
distribution and trading in foodgrains, the Committee has shown robust 
commonsense in advocating food distribution primarily through fair price 
shops or through institutions like co-operative societies or employers^ 
organizations. Under the present circumstances, the Committee is right 
in ruling out the possibilities of introducing a system of total control. 
We fully appreciate its recommendation for a system of partial control 
which aims at regulating both the demand and the supply of foodgrains 
at the margin. 

(v) The Committee has examined in detail the different schemes for 
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Stepping up foodgrains production such as major and minor irrigation 
works, distribution of improved seeds and chemical fertilizers, land 
reclamation etc. and has made a number of recommendations e.g., 
reallocation of unspent funds allocated for major irrigation works to 
minor irrigation works, uniformity of rates in homogeneous tracts, 
increase in the seed multiplication farms, high priority for import of 
fertilizers, etc. It should be noted that the entire approach to be found 
here is academic and rather “bookish”. It breaks no fresh ground and 
most of the suggestions, made by the Committee, are already quite 
familiar to those conversant with the production cum supply side of 
the food problem in our country. 

It is interesting to note here the reactions of the government to 
the main recommendations of the Mehta Committee. It appears that, 
instead of setting up a highpowered Price Stabilization Board, the govern¬ 
ment prefers a periodic review of price trends by the Committee of Secre¬ 
taries of Union Economic Ministries. The government also believes 
that a Foodgrains Stabilization Organization may not be immediately 
necessary and that the existing Marketing Directorate in the Union 
Food and Agriculture Ministry should suffice for the present. 

State Trading in Foodgrains 

The turns and twists that foodgrains prices in our country undergo 
in the hands of the middlemen and the bottlenecking of the flow of 
foodgrains in the market effected through their anti-social activities 
present formidable problems which, unless solved expeditiously, may 
ruin the very basis of planned economic development in India. The 
seriousness of the situation was particularly appreciated by the Food- 
grains Enquiry Committee (1957) which felt that the proposed Food- 
grains Stabilisation Organisation should be gradually permitted to 
control a substantial proportion of the wholesale trade in the country 
and that the ultimate policy of the Government should be the pro¬ 
gressive and planned socialisation of the wholesale trade in food- 
grains. 

It is claimed that through state trading in essential commodities 
like foodgrains, it would be possible to exercise direct control on the cost 
of living. This aspect assumes particidar importance at present when 
inflationary pressures, generated by developmental expenditure, are 
terribly dampening public enthusiasm and upsetting the basic structure 
of our democratic Plan. While slight fluctuations in prices are sometimes 
justified for regulating the incentive to produce in a partially-controlled 
economy, they could not be left to the manipulation of private traders 
o;lE— -12 
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characterised by profit-maximisation motives, nor could traders be 
allowed to acquire overwhelming power over the market in course of 
planned economic development. The regulatory measures taken by the 
Government, since the publication of the Foodgrains Enquiry Committee 
Report, for bringing down food prices were effective up to a point, but 
could not wholly prevent the soaring of prices. In the light of these 
circumstances, the decision on state trading in foodgrains was taken by 
the Government in April, 1959. 

We give below the highlights of the state trading scheme :— 

(i) State trading in foodgrains would be confined in the initial stages 
to two major cereals, rice and wheat. 

(ii) While the state trading scheme provides for the sale of food- 
grains by wholesale traders to retailers at controlled prices, it does not 
fix retail prices. However, it leaves it to the states to fix retail prices 
provided they are in a position to enforce them without causing any 
dislocation of supplies. 

(iii) The scheme consists of two parts-—thsi interim and the ultimate. 

{a) Under the interim scheme^ the wholesale traders would be per¬ 
mitted to function as licensed traders who would make purchases on 
their own behalf, but would have to pay specified minimum prices to 
the farmers. While the Government would have the right to acquire 
the whole or a portion of the stocks from licensed traders at controlled 
prices, traders would be at liberty to sell the remaining stocks to re¬ 
tailers at prices not exceeding controlled rales. During the operation 
of the interim scheme, the Government will not immediately under¬ 
take the purchase of the entire marketed surplus for feeding the con¬ 
sumers in the urban and semi-urban areas. It will progressively acquire 
larger proportions of such surpluses to control the market more and 
more effectively till state trading is fully established. 

(b) The ultimate pattern of state trading in foodgrains would provide 
for the collection of farm surpluses through service co-operatives at 
the village level and channelling of the surpluses through marketing 
co-operatives and apex marketing societies so that ultimate distribution 
through retail dealers and consumers’ co-operatives could be under¬ 
taken. Efforts would be directed towards the speedy realization of the 
ultimate objective and, during the interim period, more and more of 
the wholesale trade in foodgrains would be taken over by the co-opera¬ 
tives as they were progressively organized and developed. 

(iv) The Government would set up an agency for making direct 
purchases of foodgrains from the producers who were desirous of selling 
their surplus produce to the Government to ensure that they got the 
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minimum prices. The purchase and sale operations of the proposed 
agency would be on a “no-profit no-loss” basis. 

Naturally, the decision to bring the wholesale foodgrains’ trade 
within the orbit of state activity has not been taken in a jubilant way by 
the private participants in the trade. The main protest, voiced by the 
concerned interests, is that state trading in foodgrains involves a tre¬ 
mendous amount of responsibility which the Government, due to lack of 
practical experience in the line, cannot effectively shoulder. It is' also 
pointed out that the setting up of a big State Trading Corporation at 
the centre or small Corporations in the States for dealing in wholesale 
trade in foodgrains would be extremely costly affairs which the Govern¬ 
ment should not undertake at a time when shortfall in resources is 
causing considerable headache. The opponents further argue that the 
creation of a big Corporation or a number of Corporations would 
involve huge amount of working cost, particularly at a time when more 
useful employment and utilisation of this money could be made in 
furthering the objectives of national economic planning in India. 

It is gratifying to note that the question of establishing Corpora¬ 
tions in the States for dealing with the problem of state trading in food- 
grains has been deferred till the Government acquires greater experience. 
We feel that the question of creating Corporations should be quietly 
dropped. In the ultimate pattern of state trading, co-operatives would 
act as the kingpins and there would be an apex marketing society in 
each state; therefore, the Corporations will have little or no work to 
do. Even as an interim measure, it is not worthwhile to create such 
Corporations; for once a Corporation is set up and its functionaries 
and agents spread out, it may create vested interests and cause consider¬ 
able delay in the development of co-operatives. And this would be 
dangerous for us. It is on the speedy formation of co-operatives that 
the whole scheme for the effective “dynamisation” of the rural sector 
of our country depends. 

Both the Government and the private traders are to be blamed for 
the present malaise on the foodfront. The proposal for state trading 
in foodgrains, as a step to cushion the untoward movements in prices 
and supply, has come as a necessary step and is certainly a move in 
the right dUrection. The availability of adequate supplies of foodgrains 
and the maintenance of reasonable and stable prices have a crucial 
importance in ensuring the smooth and orderly pace of economic deve¬ 
lopment under our Five Year Plans. But, in the face of inadequate 
storage capacity and lack of experience in the administration of whole¬ 
sale trade in foodgrains, the Government should not expect magic results 
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from the state trading scheme. For the ultimate success of the scheme, 
marketing co-opcratives should be speedily formed and storage capacity 
in the hands of the Government should be quickly increased. The good¬ 
will of the Government has to be appreciated both by the producer 
and the consumer. Above all, an eflBcient administration, comprised 
of men who have a clear conception of how things are to be put into 
action, has to be immediately built up. 



Chapter 13 


AGRICULTURAL MARKETING AND 
RURAL CREDIT 


Indian agriculture cannot be renovated and reorganised unless 
the problems of agricultural marketing and rural finance are effectively 
solved. The All India Rural Credit Survey Report of 1951-52 for the 
first time probed deep into the problems of agricultural marketing and 
rural credit and made the startling discovery that for an effective solu¬ 
tion of the marketing and credit problems there should be a proper in¬ 
tegration of Co-operative Credit Societies and Co-operative Marketing 
Societies in the rural areas. Inspired by the Rural Credit Survey Re¬ 
port, the government decided to provide credit facilities to as large 
number of agriculturists as possible. At the time of the formulation of 
the Second Plan, the Planning Commission announced that during the 
Plan period, rural credit will be provided not only to those who possess 
land but also to those who are tillers of the soil but have no rights of 
ownership. In most cases the Credit Societies would grant loans against 
anticipated crops. Therefore it is necessary that Co-operative Marketing 
Societies are established side by side with the Co-operative Credit Socie¬ 
ties. When loans are granted by these Credit Societies, the borrower 
would be required to sign a written agreement, declaring that the pro¬ 
duce raised with the help of the loan would be taken to the nearest Market¬ 
ing Society soon after the harvest. The Marketing Society may also 
advance loans on the security of crops stored in its godowns. 

Problems of Agricultural Marketing in India 

In the light of this vital recommendation of the Rural Credit Survey 
Committee and its acceptance by government, it would be interesting 
to examine the main problems of agricultural marketing in India: (i) 
substantial portion of agricultural produce is sold by the agriculturists 
in the villages at a low price and is not taken to the organised markets; 
this happens due to the preponderance of middlemen who travel from 
village to village buying and collecting the produce; in some cases, 
the cultivator is so heavily indebted to the village money-lender cum 
trader that he has no other alternative but to surrender the bulk of 
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his produce to him at nominal prices; (ii) differences in the quality of 
the products produced also stand in the way of direct sale in organised 
markets; to remedy this problem, in 1937 the Agricultural Produce 
(Grading and Marketing) Act was passed and the seal of “AGMARK” 
was put on products which were of a high quality and were approved 
by government; (iii) inadequate transport and communication facilities 
are responsible for sales in the villages at a low price; (iv) lack of cold- 
storage facilities and of proper agencies for imparting informations 
regarding market prices explain why the sale of produces take place 
at unusually low prices; (v) a few cultivators, who are successful in es¬ 
caping from the clutches of the middlemen and take their produce to 
the organised markets, are also duped and cheated by fraudulent prac¬ 
tices in the organised markets', instead of standard weights, there is a 
multiplicity of weights and measures which are utterly confusing to 
the illiterate peasants; (vi) inadequate warehousing facilities also force 
the cultivators to sell their produce just after the harvest when prices 
are usually low. 

Government’s Policy for Solving Agricultnral Marketing Problems 
(with Special Reference to the Five Year Plans) 

During British rule, the Royal Commission on Agriculture (1928) 
recommended the establishment of a marketing organization both at 
the Centre and in the Provinces. But as late as in 1934, the Government 
of India appointed only an Agricultural Marketing Adviser. The Direc¬ 
torate of Marketing and Inspection was established in 1935; subsequently 
attempts were made for setting up marketing organizations at the Centre 
and in the Provinces. These marketing organizations were concerned 
with investigation, development and grading problems but could not 
substantially alleviate the hardship of the average agricultural producer. 

After independence, inspired by the Report of the All India Rural 
Credit Survey, the government initiated new measures for reorienting 
the work started by the British rulers in connection with agricultural 
marketing and for co-ordinating agricultural marketing development 
policy with the general policy of rural credit. It is also heartening to 
note that in the post-independence period the Directorate of Market¬ 
ing and Inspection has considerably extended its field of activity and 
has paid increasing attention to the regulation of markets and market 
practices. Of the 1,800 markets in the country, 523 have already been 
regulated. It is expected that another 500 will have been regulated by 
the end of the Second Plan. It is important to emphasize here chat a 
regulated market, which is managed by a committee on which pro- 
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ducers, traders’ co-operatives and local bodies are represented, func¬ 
tions for the common benefit and is an urgent necessity in a country 
like India where the methods of agricultural marketing are both defec¬ 
tive and deplorable. A glance at India’s First and Second Five Year 
Plans woidd show the government’s concern for immediate and effective 
solution of agricultural marketing problems. 

Prior to launching of the First Five Year Plan, seven states had 
taken steps for the implementation of the Agricultural Produce (Mar¬ 
kets) Acts, passed by their respective legislatures. During the First 
Plan Period three more states enacted similar legislations so that the 
number of regulated markets increased from 265 to 450. In the First 
Plan it was stressed that the Agricultural Produce (Grading and Market¬ 
ing) Act passed in 1937 should have a wider scope. This was necessary 
because in the past, grading was confined mainly to ghee and vegetable 
oils. It was also emphasised by the First Plan that laboratory facilities 
for testing quality and purity should be organised. A beginning has 
been made in this direction with the establishment of the Central Quality 
Control Laboratory at Nagpur and eight regional subsidiary Quality 
Control Laboratories. 

During the First Plan period, the Central Agricultural Marketing 
Organization undertook marketing studies on about 40 principal com¬ 
modities and published reports on them. Another important develop¬ 
ment during the First Plan period was the passing of the Forward Con¬ 
tracts (Regulations) Act, 1952 and the setting up in the following year 
of the Forward Markets Commission. This Commission regulates and 
controls the work of the approved forward trading associations, in¬ 
spects their accounts and maintains a watch over the working of the 
various forward markets. 

The Second Five Year Plan’s agricultural marketing programme 
puts special emphasis on co-operative agencies for handling marketable 
surplus. 18(X) co-operative marketing societies have been planned to 
be organized under the Second Five Year Plan of which about 750 have 
been established already. The Agricultural Credit Department of the 
Reserve Bank of India is of the opinion that during the Second Five Year 
Plan period marketing societies will have to be set up in advance of the 
larger-sized credit societies, so as to enable the latter to secme agree¬ 
ment from borrowers to the effect that they would deliver the resulting 
produce for sale to a specific marketing society. We, however, consider 
that a double-purpose co-operative society, providing both marketing 
and credit facilities, would incur lesser administrative expenses and 
be more economical than two separate societies—one each for marketing 
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and credit. Dovetailing of marketing societies with credit societies would 
be also an important step towards the setting up of multi-purpose co-opera¬ 
tive societies in the future. 

It is expected that co-operative agencies would deal with about 
10 per cent of the marketable surplus by the end of the Second Plan. 
The rest of the surplus will continue to be sold through other market¬ 
ing agencies. This shows that in spite of the emphasis by the govern¬ 
ment on co-operative marketing societies, the rate of growth of such 
societies would be comparatively slow as a number of organizational 
and financial problems requires to be solved at the initial stage. It is 
proposed in the Second Plan that the government will provide Rs. 4.45 
crores from the Central Co-operative Development Fund for the estab¬ 
lishment of marketing societies. This seems to be rather low, when 
compared to the magnitude of the agricultural marketing problem in India 
and the urgency of eliminating middlemen domination and exploitation. 

As recommended by the All India Rural Credit Survey Committee 
the Government hopes to set up about 350 warehouses at an estimated 
cost of about Rs. 25 crores during the Second Plan period. But, despite 
a great deal of talk regarding the urgent necessity of warehouses and 
the appointment of a Warehousing Corporation a few years ago, ware¬ 
housing construction remains, for some totally inexplicable reason, a 
sphere in which very little progress has been made in course of our Five 
Year Plans. It is rather amazing to learn that Government Warehouses 
at present have a storing capacity of only 75,000 tons. 

We believe that the programme of agricultural marketing envi¬ 
saged in the Second Five Year Plan would be more successful if (i) 
marketing co-operatives are dovetailed with credit co-operatives and 
(ii) the amalgamated, double-purpose co-operative societies develop 
direct dealings with the consumer co-operatives. Greater progress would 
be achieved if there be a thorough integration of co-operative marketing, 
warehouse construction and credit institutions with the general pro- 
granune of rural upliftment envisaged by the Community Projects and 
National Extension Service. Better results would be obtained if a chain 
of licensed warehouses are established both in surplus and also in heavy 
deficit areas. In conclusion it should be noted that market practices at 
present in most states leave much to be desired; they need to be so 
improved that cultivators can be sure of equitable treatment and a 
larger share of the consumer price. 

Problems of Rural Credit 

The All India Rural Credit Survey Report (1951-52) estimated 
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that the credit needs of rural areas would be about Rs. 750 crores. 
Individual, professional money-lenders and agriculturist money-lenders 
provide 70 per cent of the rural credit. Co-operative institutions pro¬ 
vide a little over 3 per cent of the credit and the commercial banks only 
1 per cent. Thus the dominant feature of the problem of rural indebted¬ 
ness in India arises from the activities of the money-lenders who earn 
mainly by capitalising on the perpetual poverty of the peasants. Peasants 
take new loans either for paying interest on old loans or for securing 
ready cash for marriage and religious ceremonies. Since the funds are 
not generally borrowed for productive purposes, there is every chance 
that the original amount will never be paid in full. This, coupled with 
the helpless position of the borrower because of the absence of other 
alternative agencies, makes the interest rates exorbitant. In this typical 
Indian situation, money-lenders do not have an opportunity of amass¬ 
ing wealth mainly through the snow-balling of compound interest charges. 
Indian money-lenders, however, get innumerable pecuniary benefits 
from having acquired a thorough grip over the peasants’ life; 
control over the marketing of his crops at a nominal price; control 
over the land itself; and also control over the movement of the 
peasant. 

It is perhaps not out of place to refer here to a caustic French pro¬ 
verb which says that “Credit supports the farmer as the hangman’s 
rope supports the hanged.” This was precisely the situation in India 
during the greater portion of British rule. Under such hopeless circum¬ 
stances, debt signified misery or catastrophy and was never viewed as 
a means for enhancing productivity and income-earning capacity. During 
the British regime, the investigations carried out by Sir M. L. Darling 
showed that in Punjab, where agriculture was considered to be relatively 
productive, only 5 per cent of rural indebtedness was contracted for 
improving land. Due to this heavy load of indebtedness, the cultivator 
was unable to introduce methods for improving agricultural production. 
The volume of indebtedness made him callous, undermined his effi¬ 
ciency and destroyed his initiative for work. The result was low pro¬ 
ductivity, perpetual indebtedness and ancestral debts. All these worked 
in a vicious circle and virtually submerged Indian agriculture in a stag¬ 
nant pool, devoid of progress and prosperity. 

Govenimrat Measures for Tackling the Problem 
of Rural bdebtedness 

Pre-Independence Poucy: Since the last quarter of the 19th 
century, the problem of rural indebtedness was gradually assuming 
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serious proportions. With the onset of the great depression, rural in¬ 
debtedness was the most alarming problem in the agriculture-dominated 
subsistence sector of the Indian economy. To alleviate the acute 
indebtedness of the cultivator the British rulers introduced preventive 
measures mostly before and relief measures mostly during and after 
the Great Depression. Preventive measures, like the Punjab Land Alien¬ 
ation Act of 1901, endeavoured to put restrictions upon the transfer 
of land. But the Land Alienation Acts were never effectively enforced 
so that it was difficult to rescue the cultivators from the clutches of the 
agriculturist money-lenders. Reli^ measures first aimed at voluntary 
conciliation of debts. When these voluntary measures proved to be un¬ 
successful, compulsory scaling down of debts was introduced in some 
provinces. Compulsory scaling down method was most successful in 
Madras, where under the Madras Agriculturists’ Relief Act of 1938, 
debts totalling Rs. 5 crores were scaled down to Rs. 2.6S crores. In 
some provinces like Punjab, Madras and Bengal, legislations were under¬ 
taken for the compulsory registration and licensing of money-lenders 
and for prescribing the maximum rates of interest which can be charged 
on secured and unsecured loans. 

These preventive cum relief measures only touched the problem 
at its surface and provided temporary solutions. Partly as a result of 
these measures and more because of high prices of agricultural pro¬ 
duce, prevailing during the Second World War, the volume as well as 
the burden of rural indebtedness was substantially reduced during the 
last few years of British rule in India. 

• Post-Independence Policy: With independence, the National 
Government felt that, prior to agricultural reorganization and deve¬ 
lopment in a plaimed manner, it was necessary to undertake a thorough 
investigation of the problem of rural credit. Accordingly, in 1951-52 
the All India Rural Credit Survey was conducted by a Committee of 
Direction appointed by the Reserve Bank of India. The broad picture 
of the present position of rural credit was thus summed up by the Rural 
Credit Committee: “today the agricultural credit that is supplied falls 
short of the right quantity, is not of the right type, does not serve 
the right purpose, and, by the criterion of need, (not overlooking the 
criterion of credit worthiness) often fails to go to the right people.” 
To remedy this alarming state of affairs in the field of rural credit the 
Committee of Direction made a number of vital recommendations for 
building up a strong and integrated system of rural credit. These re¬ 
commendations will be discussed below in detail. Here we would like 
to note that development of co-operative credit constitutes the comer- 
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Stone of the entire edifice of the recommendations of the Rural Credit 
Committee. 

Reserve Bank and Rural Credit: The story of government’s 
tackling of the rural indebtedness problem would remain incomplete 
if we do not speak of the role of Reserve Bank of India in the realm 
of agricultural finance—this is more so because since January 1st, 1949 
the Reserve Bank has been transformed into a State-owned Central 
Bank. The Reserve Bank has a separate Agricultural Credit Depart¬ 
ment, functions of which are: (i) maintaining an expert staff for study¬ 
ing all questions relating to agricultural credit; (ii) providing expert 
advice to the Central and State governments and to the Provincial Co¬ 
operative Banks and other banking organizations; and (iii) financing 
the movement of crops and other agricultural operations through Pro¬ 
vincial Co-operative Banks and other suitable agencies of rural credit. 

The duties of the Reserve Bank as friend, guide and philosopher 
of the whole banking world are almost an ex-officio function, which 
it has to perform like any other central bank. The mechanism by which 
the Reserve Bank helps to refinance rural credit is just like its relations 
with other banks. A member of a village primary borrows from his 
society, which in turn borrows from a Central Financing Agency. The 
Central Co-operative Bank borrows from the apex I'.e., State Co-opera¬ 
tive Bank. At all three levels owned and directly borrowed resources 
are used to the full before resort is had to the higher centre of finance. 
When the apex banks need liquid resources to expand their credit they 
present the paper created by the borrowing of a primary society from 
the Central Co-operative Bank, and later accepted by it, for rediscount 
to the Reserve Bank and get accommodation facilities from it. 

In the pre-independence period, though no thorough and penetrat¬ 
ing enquiry like the one made recently by the All India Rural Credit 
Survey Committee was undertaken, the investigations made by Sir M. 
L. Darling, on behalf of the Reserve Bank of India, during the Great 
Depression years are noteworthy. It should be noted here that the 
Darling recommendations and the recent Rural Credit Committee’s 
recommendations are similar as regards the role of co-operation in 
the field of rural credit. The All India Rural Credit Committee states: 
“in the field of rural credit co-operation has failed, but co-operation 
must succeed”. The Committee makes a strong plea for State-partnered- 
co-operation for solving rural indebtedness. Almost two decades back 
Sir M. L. Darling also noted that the co-operative movement under 
the auspices of the state was the best agency for reorganization and 
strengthening of agricultural finance in India. 
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The Reserve Bank’s Agricultural Credit Department, inspired by 
the Darling recommendations, maintained a close contact with the co¬ 
operative movement and provided both expert advice and financial 
assistance to the Provincial Co-operative Banks. Loans and advances 
at nominal interest rates were granted and discount facilities were also 
given. 

Recently wider banking facilities have been made available to the 
rural areas through suitable amendments to the original Reserve Bank 
Act of 1934. Notable features of these amendments are: (i) in spite of 
the rise in the bank rate (from 3 to 3j per cent in November, 1951, 
and then to 4 per cent in May, 1957) agricultural credit continues to 
be provided at a rate which is between U to 2 per cent; (ii) rates on 
remittance of funds have been considerably reduced; (iii) the period 
of maturity of bills of exchange and promissory notes, issued for finan¬ 
cing movement of agricultural crops, has been raised from nine months 
to fifteen months. In addition to the above measures. Reserve Bank 
since 1954 is also providing medium term loans to the State Co-opera¬ 
tive Banks. As regards long term credit the Reserve Bank, since its 
nationalisation in 1949, in an indirect way, is subscribing to the 
debentures of land mortgage banks which are guaranteed by state 
governments. 

In addition to all these activities, the Reserve Bank systematically 
undertakes research investigations and surveys relating to rural finance. 
As noted before, in 1951-52, a comprehensive All India Rural Credit 
Survey was undertaken by Mr. A. D. Gorwala under the auspices of 
the Reserve Bank. In the light of the recommendations of the Rural 
Credit Committee the Reserve Bank formulated an integrated policy 
of rural credit. 

It will be worthwhile to note here that for an effective solution of 
the rural credit problem it is essential to integrate a crop-insurance scheme 
with the development and extension of Co-operative Credit Societies. 
Crop insurance initiates an automatic price support programme for 
agricultural products and acts as a safeguard against fresh debts in¬ 
curred during periods of crop failure. The rural branches of the State 
Bank (the nationalised Imperial Bank) can be easily entrusted with the 
task of administration of a State-sponsored National Crop Insurance 
Scheme. The local co-operative societies may be requested to assist 
the rural banks in the work of selling insurance policies on a commis¬ 
sion basis. In India the only attempt at some sort of crop insurance 
was made in the state of Dewar in 1943. Since then, no systematic attempts 
have been made for the introduction of crop insurance on a wide scale. 
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We think that the Reserve Bank’s Agricultural Credit Department 
should give a serious thought to the problem of crop insurance. The 
Department should undertake special research and enquiries on the 
various facets of the problem and prepare a National Crop Insurance 
Scheme to be integrated with the rural credit plan. Expert advice and 
assistance may be obtained from the officials of the (nationalised) Life 
Insurance Corporation for an effective lay-out and implementation of 
the National Crop Insurance Scheme. 

All India Rural Credit Survey (1951-52) and Reorganization 
of Rural Credit in India 

During 1951-52, a comprehensive and systematic All India Rural 
Credit Survey, covering 600 villages in 75 districts spread throughout 
the country, was initiated by the Reserve Bank of India. The Com¬ 
mittee of Direction, with Mr. A. D. Gorwala as its chairman and Prof. 
D.R. Gadgilasamember,submittcd its Reportwliich was published in 1954. 

(i) Highlights Revealed by the Survey, (a) The private individual 
credit agencies such as money-lenders, traders, relatives and landlords 
provided about 93 per cent of the total amount of rural credit. In fact, 
the money-lenders supplied about 70 per cent of the total amount of 
the borrowed funds. (/>) The performance of institutional agencies were 
much below expectations. The government agencies provided 3.3 per 
cent; the co-operatives 3.1 per cent; and the commercial banks 9 per 
cent of the total amount of rural credit, (c) The most startling revea- 
lation of the Survey was that the major portion of the loans from co¬ 
operatives went to the bigger agriculturists, while the medium and small 
cultivators, constituting about 70 per cent of the total cultivators in 
the country, received only a tiny fraction. This was perhaps due to the 
fact that borrowing in rural areas from co-operative societies involved 
the possession of land and the offer of it as a security for the loan, (d) 
32 per cent of the borrowing by the cultivators was for capital expen¬ 
diture on farm, about 15 per cent for current expenditure on farm, about 
47 per cent for family expenditure and the rest for non-farm business 
expenditure. This means that about half of the borrowed funds were uti¬ 
lized for unproductive family expenditure and a little less than one third 
was spent on farm improvement which is, of course, a productive expen¬ 
diture. (e) Regarding the security that can be offered by cultivators, 
it was discovered that about 50 per cent of the families surveyed were 
willing to offer their immovable property as security; of the rest, about 
25 per cent indicated personal security and the remaining families did 
not specify the type of security they had to offer, (f) The viUage-average 
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of outstanding debt per family varied from Rs. 29 to Rs. 1,200. The 
average borrowing of a cultivating family during 1951-52 was Rs. 210. 

(ii) Hie Basis for a Rural Credit Sdieme. The All India Rural 
Credit Survey Committee came to the conclusion that the institutional 
set-up in which co-operatives had to be organised in India was itself 
not favourable to the growth of Co-operation. Moreover, the co-opera¬ 
tives found strong competition, amounting almost to opposition, from 
private agencies. Therefore it was not surprising to find the co-opera¬ 
tive societies taking the line of least resistance, by giving loans to those 
who had substantial property. Co-operation in India was a "plant held 
in position with both hands by government since its roots refuse to 
enter the soil.” But more than the roots of co-operation, it was the ten¬ 
tacles of private agencies that had acquired a firm grip on rural 
India. 

In spite of the past record of failure of the co-operatives, the Com¬ 
mittee recommended the implementation of an “Integrated Credit Scheme” 
with co-operatives as the pivot and state help as the basic pre-condition. 
The Committee was of the opinion that an effective programme was 
possible only if the state at the one end joined hands with the co-ope¬ 
ratives on the other, in an effort to create the rural-mindedness that was 
vitally necessary. 

The “Integrated Rural Credit Scheme” was based on two build¬ 
ing blocks: (1) Orientation of the loan policy of primary co-operatives 
in particular and higher co-operative agencies in general, with a view 
to implement the crop loan system whereby every cultivator, who has 
some produce to sell, is in a position to become a member of the co¬ 
operative society and gets loans from it commensurate with his re¬ 
paying capacity as measured by the value of anticipated crop. (2) State 
participation in co-operatives to ensure that (a) the smaller cultivator 
has as much access to co-operatives as the big cultivator had in the 
past; (b) the co-operatives do not become the preserve of the more 
fortunate; (c) the attempts of vested interests (especially traders and 
money-lenders) to prevent extension of co-operative activity in the 
sphere of marketing and processing are properly counteracted; {d) the 
primary co-operatives have large enough resources of their own to 
enable them to borrow adequate amounts from higher co-operative 
agencies; and (e) the central financing agencies in the district do not 
spare any effort in mobilising deposits and in helping toward the im¬ 
plementation of the crop loan system. 

(ill) Main Recommendations—Integrated Scheme of Rural Credit. 
(a) Integration of Co-operative Credit with Co-operative Market- 
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iNG Societies: The Committee was of the opinion that the money-lender, 
providing alrout 70 per cent of rural credit, should not continue as a 
monopolist in the field of agricultural credit. Unless a strong competi¬ 
tion was started by an alternative agency, the money-lender, in spite 
of restrictive legislations, would continue merrily and thus seriously 
jeopardise programmes of national development. Disbursement of 
credit by government directly would be an alternative. But the AU India 
Rural Credit Committee thought that government agencies would pro¬ 
duce considerable amount of administrative delays and were, therefore, 
not particularly suitable for dealing with rural credit requirements. 
Therefore, the role of co-operative society in the field of rural 
credit was re-emphasized by the Committee in spite of its past 
failures. 

Co-operation had failed in the past because it was weak. To make 
it successful a thorough reorientation was necessary. The Committee 
was of the opinion that reorientation and strengthening would be 
achieved if co-operation was based on State-partnership at all levels, 
from primary societies in the villages to apex banks and from simple 
lending to warehousing, marketing and processing of agricultural pro¬ 
duce. The Credit Society and the Marketing Society should also act 
jointly so that repayment of loans at the harvest time may be easier 
through the sale of the produce to the marketing society. This inter¬ 
connection is very important because it would enable loans to be 
to small and medium cultivators on the security of land. On the under¬ 
standing that the produce will be sold to the Marketing Society, loans 
can be granted by the Co-operative Credit Society to the cultivator on 
the basis of the crop that he proposes to raise. 

(h) Warehousing Programme: Side by side with the spread of 
credit by the co-operative agencies, a large warehousing prog raming 
is absolutely necessary. This will enable the cultivator to sell his products 
when he thinks that the price suits him and not necessarily as soon 
as the harvest is over. The establishment of warehouses would also faci¬ 
litate the work of the Co-operative Marketing Societies. The Com¬ 
mittee recommended the setting up of a National Co-operative Deve¬ 
lopment and Warehousing Board which should constitute a National 
Co-operative Development Fund for making long-term loans to State 
governments for participating in the share capital of Co-operative 
Marketing and Processing Societies. Establishment of State Warehous¬ 
ing Companies and the creation of an All India Warehousing Cor¬ 
poration were also recommended by the Committee. By a combination 
of greater credit facilities, bigger and better co-operative societies (not 
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only for credit but for marketing and processing) and the provision of 
a State-sponsored Warehouse programme, the Committee thought that 
co-operation would be successful in future. 

(c) State Bank as the Kingpin of the Rural Credit Scheme: 
In the context of accelerated production under planning, the aggre¬ 
gate annual borrowings of the Indian farmers would perhaps exceed 
Rs. 750 crores, as already estimated by the Rural Credit Survey. This 
would require State’s financial participation in an important sector 
of commercial banking in order that the State-partnered, countrywide 
banking institutions so formed (to be called the State Bank of India) 
could be entrusted with the development of rural and co-operative bank¬ 
ing. This would naturally suggest the name of the Imperial Bank of 
India with its peculiar position, unique status and semi-public character. 
The transformation of the Imperial Bank into the State Bank of India 
would be done with an eye to the creation of larger number of branches 
than before in the rural areas so that co-operative banks and societies 
get cheaper and quicker remittance facilities and a substantial portion 
of rural savings can be mobilised. 

(d) Creation of Three Special Funds: The Committee proposed 
the establishment of two Special Funds under the Reserve Bank and 
one Special Fund under the Ministry of Food and Agriculture: (i) the 
National Agricultural Credit {Long Term Operations) Fund to which 
would be credited Rs. 5 crores annually besides an initial non-recurring 
contribution of Rs. 5 crores; this Fund would enable the Reserve Bank 
to give long-term loans to State governments participating in the share 
capital of co-operative banks, mortgage banks and credit societies; 
this Fund may also be used by the Reserve Bank for granting long¬ 
term accommodation (for periods exceeding five years) to land mort¬ 
gage banks; (ii) the National Agricultural Credit {Stabilisation) Fund 
to which would be credited Rs. 1 crore annually; this Fund would be 
utilized for the purpose of granting medium term loans to State Co¬ 
operative Banks, specially when on account of famine, drought etc. 
they are unable to repay their short-term loans to the Reserve Bank; 
(iii) National Agricultural Credit {Relief and Guarantee) Fund to which 
would be credited Rs. 1 crore annually; this Fund will be under the 
Ministry of Food and Agriculture and will be utilized for giving grants 
to Co-operative Credit institutions, through the State governments 
concerned for the purpose of writing off irrecoverable arrears specially 
after chronic and wide-spread famines. These three Funds serve as the 
main pillars on which rests the reoriented programme of rural finance 
to be operated on co-operative lines. They also impart a substantial 
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amount of stability to the structure of rural finance specially during 
periods of emergency. 

(e) Personnel for the Integrated Scheme: For working such 
an integrated scheme of rural credit it is necessary that the staff em¬ 
ployed by the Co-operative Department, the Co-operative Financing 
Banks, the Credit Societies and the Marketing Societies should be 
adequately trained. The Committee was of the opinion that the Central 
Committee for co-operative training should be provided with larger 
funds by the Government of India and the Reserve Bank in order that 
it may substantially enlarge the scope and extend the coverage of its 
training facilities. The Committee also hoped that in view of the 
necessity for implementation of a reoriented scheme of rural finance, 
it would be useful to train a new type of personnel who are not only 
technically qualified but also have a rural bias in their sympathies and 
attitudes. 

(iv) An Appraisal of the Recommendations. We shall make a brief 
appraisal of the main recommendations of the Committee of Direction 
as later on we propose to make a reassessment of the Integrated Rural 
Credit Scheme on the basis of its working: (a) Co-operation, strength¬ 
ened by State-partnership and geared to a planned programme of deve¬ 
lopment, is certainly a grand theoretical solution but one gets worried 
when one remembers that in most of the underdeveloped countries, 
including India, the State’s method of giving help is to “over-administer” 
and ‘’under-finance”. One also wonders whether reorganization of 
rural credit, even if it is based on an integrated scheme, would be com¬ 
pletely successful unless the problem of old indebtedness is first solved. 

(b) During the process of developmental planning for the uplift- 
ment of the lagging agricultural sector and for the expansion of the 
industrial sector it is essential that agriculture is placed on a strong 
footing. Reorganised and reoriented system of agriculture provides 
the main sustenance for rapid industrial growth. Therefore the aim 
of reorganization of rural finance should not only be the provision of 
easier credit facilities for making the farmer economically better off 
but also the mobilisation of savings, accruing from his improved eco¬ 
nomic position. It is highly doubtful whether the co-operative banks 
and the proposed rural branches of the nationalised Imperial Bank 
would be able to reach the bulk of our marginal and sub-marginal 
cultivators. 

It seems that a system of “Supervised State Credit” through the 
agency of the Nation^ Extension Service may be highly useful from 
the point of view of providing cheap credit facilities to the marginal 
o:iE— 13 
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and sub-marginal peasants. It should be noted that unless the marginal 
and sub-marginal cultivators are rescued from the grip of money¬ 
lenders, agricultural developmental planning, with rural credit reor¬ 
ganization as its basis, would be a sham show. A special wing of the 
National Extension Service may also be utilized for selling special type 
of agricultural National Savings Certificates which would mop up rural 
savings during the process of development. This special wing of the 
National Extension Service should work under the direct control and 
supervision of the officers in charge of the rural branches of the 
nationalised Imperial Bank where such branches exist. In those areas, 
where neither N.E.S. nor State Bank branch is to be found, steps should 
be taken for the establishment of special mobile rural banking units 
and for the extension of Post Office Savings Banks. 

(c) It is interesting to note here that in contrast to the Rural 
Credit Survey Committee’s emphasis on institutional finance, (through 
an extension of rural co-operatives and rural branches of the nationa¬ 
lised Imperial Bank) Mr. Chester C. Davies (who was requested by 
the Planning Commission in early 1957 to enquire into the problems 
of rural credit in India) was of the opinion that personal finance was 
overwhelmingly important in the field of Indian rural credit. Mr. Davies 
made no attempt for chalking out a scheme to bring the money-lenders 
within the orbit of a reoriented type of personal finance. On the con¬ 
trary, he emphasised more on the possibility of developing private and 
somewhat informal institutions for dispensing personal finance. Mr. 
Davies considered that for the success of this new type of personal 
finance institutions, full co-operation of the State governments would 
be essential. We believe that a thorough integration of personal finance 
agencies with institutional credit agencies is vitally necessary for the 
reorganization of rural credit in India. Best results would be obtained 
if the work of State-sponsored Co-operative Banks and Societies is 
supplemented by such personal finance agencies like “Pawn-Shops” 
as in Indonesia or small Mutual Loan Banks as in Japan. It would, 
however, be necessary for the State to control, regulate and assist the 
“Pawn-Shops” and the Mutual Loan Banks. 

(rf) In the integrated scheme for the reorganization of rural credit, 
proposed by the Committee of Direction, the State Bank of India and 
the Co-operative Banks play the major role in the provision of rural 
finance. The State Bank would provide cheap remittance facilities and 
the Co-operative Banks and Credit Societies would provide loans to 
the cultivators on easier terms. Commercial Banks have almost no 
place in this integrated scheme of rural credit. When thinking in terms 
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of big Commercial Banks we quite appreciate this policy. Big Com¬ 
mercial Banks have branches mainly in the districts and towns and, 
therefore, can establish little contact with agriculturists. But we feel 
that an amalgamated system of financially strong, small-sized Commer¬ 
cial Banks, having branches in the rural areas, could have done useful 
work in the dispensation of rural credit. The amalgamated small Com¬ 
mercial Banks would, however, require direct control and regulation 
of the Reserve Bank of India. The best thing would be to link up an 
amalgamated organization of the existing small Commercial Banks, 
having rural branches, with the State Bank of India. If required, the 
rural branches of this amalgamated banking organization could be 
gradually taken over by the State Bank. 

(v) Implementation of the Recommendations. The government gave 
serious thought to the main recommendations of the All India Rmal 
Credit Survey Report and took following steps for the implementation 
of the major recommendations;— 

(1) The State Bank of India was created by the nationalisation of 
the Imperial Bank of India and started functioning from July 1, 1955. 
The State Bank has been assigned the task of opening 400 new branches 
in rural areas during the first five year of its existence. It is gratifying 
to note that 262 branches have been opened by the State Bank during 
the three and a half years commencing from July 1, 1955. 

(2) With a view to facilitating the partnership of the State in Co¬ 
operatives, the Reserve Bank of Ittdia Act was amended providing for 
a National Agricultural Credit {Long-Term Operations) Fund to which 
the Reserve Bank contributed Rs. 10 crores in 1956 and is contribut¬ 
ing Rs. 5 crores in every subsequent year. 

(3) As recommended by the Rural Credit Survey Committee, the 
government has already set up a Central Warehousing Corporation and 
proposes to set up Warehouse Corporations for States in the near 
future. These Corporations will function under the direction of the 
National Co-operative Development and Warehousing Board. The 
Central Warehousing Corporation is expected to set up large-sized 
warehouses in 100 important centres. Warehouse receipts will be treated 
as negotiable instrument on the security of which banking institutiiras 
would provide credit. 

(4) In 1953, the Government of India and the Reserve Bank jointly 
constituted a Central Committee for Co-operative Training for impart¬ 
ing necessary training facilities to co-operative personnel. This Com¬ 
mittee has already established a Co-operative College at Poona for 
training superiOT officers of Co-operative Departments and institutions. 
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Five regional Co-operative Training Centres have also been started 
at Poona, Ranchi, Meerut, Madras and Indore for training personnel 
belonging to intermediate grades. 

Re-assessment of the Integrated Rural Credit Scheme—^Proposal 
for One-ViUage Co-operatives 

In India, as in other countries, there are two schools of thought 
which advocate two different sets of methods for the reorganization 
and revitalization of co-operatives. The old school feels that the clash 
of interest between groups in rural areas can be best resolved by educa¬ 
tion and through co-operatives based on the principles of “free asso¬ 
ciation” and “mutual help” and, therefore, resents the idea of state 
participation in the held of co-operation. A section of this school sup¬ 
ports smaller co-operatives, particularly one-village co-operatives, per¬ 
haps because they are of the opinion that the principle of “mutual help” 
can be better satisfied in this way. On the other hand, the new school 
is of the opinion that “internal contradictions” in the rural econo¬ 
my can be resolved only through co-operation, strengthened by state 
participation and the State can deliver the goods best if bigger 
societies, preferably several-village co-operatives, are formed. Between 
1954-57 the ideology of the new school became the main basis 
of government’s reoriented policy toward co-operatives. The state parti¬ 
cipation idea received full support of the Committee of Direction of 
the All India Rural Credit Survey and served as the cornerstone of the 
Integrated Rural Credit Scheme. The necessity of state help as the 
basic pre-condition for the rejuvenation of co-operatives was empha¬ 
sized by a large number of Indian co-operators who, at that time, were 
very much impressed by the glowing reports coming from Red China 
regarding the achievements of co-operatives, buttressed by direct state 
partnership. 

Unexpectedly from early 1958 a swing from new school ideologies 
to those of the old school begun particularly in high Government circles. 
The Government thought that the All India Rural Credit Survey Com¬ 
mittee had overemphasized the importance of state participation in the 
field of co-operatives and as a consequence, the execution of the Inte¬ 
grated Scheme by government officials had produced a feeling of depen¬ 
dence on state-help amongst our common people and had substantially 
dampened the spirit of self-help and self-reliance. Here also, as in the 
case of Community Development, state participation meant that the 
rural folks were looking to the government for everything and this was 
enabling even the petty government official to over-administer and exert 
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his influence beyond his official range of activities. Therefore, the Govern¬ 
ment studied afresh the whole problem and decided to camp with the 
old school for rescuing our co-operatives from growing official influence. 
Throughout 1958, the new proposal for spreading smaller co-operatives, 
particularly one-village co-operatives, all over the countryside gained 
considerable ground in high Government circles specially at Cabinet 
level. But it appears that neither a detailed working-out of practicability 
and cost of the new proposal was undertaken nor a comparative study 
of the problems and possibilities of one-village and several-village co¬ 
operatives was made. This was absolutely necessary because the record 
of several-village co-operatives in the field of distribution of rural credit 
appeared to be quite good and even the Government admitted that 
the amount lent and recovered had increased several times. In April, 
1959 the National Development Council, after going through the pros 
and cons of the new proposal, ultimately decided to have two types of 
co-operative credit societies—small ones covering one entire village and 
bigger ones, serving more than one village. The former will be the general 
rule, while the latter type will be only for backward areas. It seems that 
the plea for one-village, smaller credit co-operatives has emerged as a 
necessary corollary to the proposal for joint farming on a village basis. 

Admittedly, there are a large number of co-operators who believe 
that the co-operative movement will no longer remain a co-operative 
movement if it is to be run by the officials because the most essential 
characteristic of a co-operative is its democratic and self-reliant char¬ 
acter. Too much government interference and bossing by government 
officials are certainly harmful but that does not mean that we must 
reject all types of state help. State sponsorship should be distinguished 
from state interference. Even the proposed one-village, smaller credit 
co-operatives would require some sort of State sponsorship during the 
initial stages of formation. 

In any event, as long as the co-operative movement is short of 
trained workers and finance, some amount of state sponsorship is per¬ 
haps essential. If we feel that the Integrated Rural Credit Scheme is 
not in consonance with the overall objectives of a policy for the develop¬ 
ment of co-operatives, it would better to modify it than to reject it in toto. 
Much time and money were spent in the conduct of the Survey and the 
formulation of the Scheme. We believe that the best procedure under 
the present circumstances would be to emphasize medium-sized co¬ 
operatives, based on a spirit of mutual help and encompassing about 
two or three villages, under state sponsorship not only for reorganising 
co-opwative credit but also for creating new conditions in which they 
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could operate efficiently for the benefit of the weaker and the oppressed 
class of farmers. This job can be accomplished more successfully if the 
revised plan for Community Development and National Extension is 
synchronised and integrated with a modified version of the Integrated 
Rural Credit Scheme. Past experiences show that almost identical mis¬ 
takes were made in the spheres of both Community Development and 
Co-operatives; therefore a joint programme, chalked out for their re¬ 
organization and revitalization, would benefit both. 



LAND REFORMS AND POLICY 
Chapter 14 w/th Special Reference to Zamindary 
Abolition 

The land relations structure in India—a complex of legal, economic 
and social relations—acts like a built-in-depressor, keeps Indian agri¬ 
culture in a semi-stagnant condition and accounts for the country’s 
economic backwardness. Therefore in the reorganization and develop¬ 
ment of the Indian economy, land reforms have a place of special signi¬ 
ficance. They provide the proper socio-economic base and institutional 
framework for bringing about a planned agricultural revolution which 
serves as a precondition to the process of rapid industrialization. There¬ 
fore the Indian Government has placed a good deal of emphasis on 
land reforms for achieving a thorough reorganization and radical trans¬ 
formation of India’s agrarian economy in course of developmental 
planning. A reorientation of the agrarian organisational pattern is being 
undertaken at present on the basis of a new agrarian policy which 
was drafted by the Congress party at Nagpur in the beginning of 
1959. 

From the point of view of planned development, land reforms 
usually have some important consequences. The direct effect of land 
reforms is redistribution of incomes with a more egalitarian pattern. 
The transfer of purchasing power from few to many will most probably 
change the demand constituents in favour of goods manufactured by 
bettor production techniques, and to this extent the economy may ex¬ 
pect better growth prospects. But this process of redistribution of farm 
incomes is expected to result into a diminished marketable surplus 
of farm produce and this may dampen the process of growth. On the 
other hand the security of tenure may lead to increased effort and invest¬ 
ment on the part of the farmer, resulting into increased production. 
The net outcome of the combination of these consequences cannot 
be predicted accurately but it appears that it will be on the side of better 
growth prospects. 

Systems of Land Tenure Prevafling in India. Of the different types 
of land tenure systems, the three main types are the following:— 

( a ) Ryotwari System: Under this system, every registered holder 
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of land is virtually its proprietor and cannot be ejected as long as he pays 
revenue direct to the government. Ryots, i.c., the cultivators are as good 
as peasant-proprietors though in most cases they have small holdings. 
This system is prevalent in Bombay, Madhya Pradesh and Madras. 
The main defect of this system is that the method of assessment of land 
revenue, undertaken periodically by settlement officers, is arbitrary 
as a result of which the ryot with small holdings suffers heavily in periods 
of irregxJar monsoons, droughts etc. 

(b) Mahalwari System: In contrast to the peasant-proprietor¬ 
ship under the Ryotwari system, the Mahalwari system puts the res¬ 
ponsibility for the payment of the land revenue not only on individual 
co-sharers of the village land or ‘Mahal’ but, legally speaking, jointly 
on the village community. Co-sharers are themselves the cultivators, 
j.c., peasant-proprietors, though revenue is paid jointly by the entire 
body of co-sharers. This tenure is to be found in Punjab, Madhya Pradesh 
and in the Agra division of the U.P. The Mahalwari system with peasant- 
proprietorship and medium-sized holdings present an ideal system for 
the conversion into a large-scale co-operative farming. 

(c) Zamindary System: Under this system, which was prevalent 
in West Bengal, Bihar, Andhra and in parts of U.P. and Madhya Pradesh, 
the Zamindar or the landlord was recognised as the absolute owner 
of the land. He was responsible for the payment of land revenue to 
the government—revenue being settled once for all under the Perma¬ 
nent Settlement of Lord Cornwallis (in a few exceptional cases. Per¬ 
manent Settlement revenues were revised every 40 years). 

The Zamindary system in India manifested absentee landlordism 
at its worst and was largely responsible for the continuously deterio¬ 
rating conditions of tenant farmers. 

Abolition of the Zamindary System 

Under the Zamindary system landlords in most cases were mere 
rent receivers and did almost nothing for increasing the productivity 
of the land held by their tenants. The pressure of population led to 
gradual extension of cultivation and a greater demand for cultivable 
land. As a result of this, rent receipts of the Zamindars progressively 
increased which gave an incentive to the growth of sub-infeudation and 
intermediary interests between the cultivator-tenant and the Zamindar. 
All this meant that the enormous amount of gross rental paid by the 
cultivator-tenants was shared by the state, the Zamindars and a large 
number of middlemen. The landlords grew richer, the intermediaries 
continued to flourish, the state was deprived of its share of legitimate 
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increase in revenue and the cultivator-tenants lived a “hand to mouth” 
existence. 

The serious evils of the system led to legislations for its abolition 
after independence in the worse afTected states. As a result of these 
legislations, the proprietory rights of the Zamindars were acquired by 
the state on payment of compensation and the statutory tenant or the 
tenant-in-chief was brought into direct relationship with the state. It 
was estimated by the government that the area involved in the process 
of abolition was 173 million acres; and the amount of compensation 
would be roughly about Rs. 435 crores. By the end of March 1959, 
the abolition of intermediaries was fully implemented in M.P., Punjab 
and Rajasthan and substantially implemented in Andhra, Bombay, 
Madras, U.P., Orissa, West Bengal, Assam and Bihar. 

We give below the highlights of Zamindary abolition legislations enacted 
in different States and for illustrative purposes show the relevant provi¬ 
sions included under the West Bengal Estates Acquisition Act of 1955. 

(a) The intermediary rights are abolished and compensation paid 
to the Zamindar. The amount of compensation in most cases is a mul¬ 
tiple of net income from intermediary right. The multiple decreases 
with increase in net income and the result is that the big Zamindar is 
compensated at a lower rate. In the case of West Bengal the following 
scale of compensation has been framed:— 

Net income Scale of compensation 


First Rs. 500 or part .. 20 times 

next Rs. 500 or part .. 18 times 

next Rs. 1,000 or part 17 times 

next Rs. 2,000 or part .. .. 12 times 

next Rs. 10,000 or part 10 times 

next Rs. 15,000 or part .. .. 6 times 

next Rs. 80,000 or part 3 times 


(b) The compensation is paid partly in cash and partly in bonds. 
The smaller Zamindars usually get cash payments. In the case of West 
Bengal, hundred pwr cent cash was paid for first Rs. 500 of net income. 
For the remaining portion of the net income, compensation was partly 
paid in terms of 3 per cent Government bonds (payable by the govem- 
m^t in twenty equal annual instalments) and partly in cash. 

(c) The TLamindar is allowed to retain land for personal cultivation 
but, in most cases, a ceiling on land holding is introduced. In the case 
of West Bengal, no individual is allowed to hold more than 25 acres of 
agricultural and 20 acres of non-agiicultural land. 
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id) After the abolition of Zamindary system, the tenant is respon¬ 
sible for paying rent directly to the Government. On paying a specified 
amount (usually a multiple of the annual rent) he acquires ownership 
right over his holding. This is the most redeeming feature of the legis¬ 
lations and is also included under the West Bengal Estates Acquisition 
Act. It kindles new faith and hope in the heart of the cultivator 
who feels that the rent paid by him is no longer pocketed by the inter¬ 
mediaries but comes back to him through welfare services of the 
State. 

Effects of Zamindary Abolition 

It will be interesting to note the main effects of Zamindary abo¬ 
lition as this would enable us to appreciate fully the impact of land 
reforms on our developing economy. 

(i) The abolition of the Zamindary system by itself cannot auto¬ 
matically stimulate agricultural production. Difficulties arising from 
fragmentation and sub-division of holdings and from old-fashioned 
agricultural techniques are really formidable so that, unless the entire 
agricultural system is thoroughly renovated and reorganised, startling 
results cannot be expected. Zamindary abolitions should be followed 
by a thorough reorientation of the entire agrarian organisational 
pattern. Large-scale co-operative farming, on a voluntary basis, 
should be gradually and systematically fitted into this new agrarian 
structure. 

(ii) After the abolition of the Zamindary system the State as the 
sole rent receiver may take effective steps for the consolidation of hold¬ 
ings. If this be done, the introduction of large-scale co-operative farm¬ 
ing would be easier. It is also likely that the major share of the rent 
received by the State would be utilized for welfare services and deve¬ 
lopment projects in the rural areas. It should be remembered that no 
land reform would be considered progressive and suitable for an agri¬ 
culture-dominated democratic country which ignores the welfare of the 
peasantry. 

(iii) The Zamindary abolition by itself will not increase the de¬ 
mand for agricultural labour so that there is hardly any chance of these 
people getting “economic” wages. On the other hand many persons, 
employed for collection of rents, will lose their jobs. Therefore alter¬ 
native employment opportunities have to be found out for the newly 
unemployed persons and jobs with “economic” wages for the agricul¬ 
tural labourers. These persons can be profitably employed in simple 
capital projects, situated near their village homes. 
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(iv) The payment of compensation in cash to the Zamindars will 
increase the gravity of the inflationary situation. This problem seems 
to have been appreciated by the governments enacting the legislations 
and, therefore, only a small sum has been paid in cash and the balance 
through bonds, spread over a number of years. A state-sponsored Loan 
Agency or Finance Corporation may be set up which would accept the 
government bonds and provide financial assistance to the uprooted 
Zamindars for starting small consumer goods industries. This would 
increase the supply of consumer goods and mitigate the inflationary 
forces in a growing economy. 

To sum up, though there are some features of the Zamindary abo¬ 
lition legislation which admit of some criticisms, by and large the change 
brought about by it can be considered as truly revolutionary and it 
can be said without hesitation that the ownership pattern in those areas, 
where Zamindary systems have been abolished, is much more equit¬ 
able and certainly free from some of the worse features of feudal ex¬ 
ploitation. 

Tenancy Legislations in the Past 

In an underdeveloped country like India, where excessive pressure 
of population on land and the exploitation by landlord are common 
features, farm tenancy reforms are helpful in mitigating the hardships 
of the tenant-farmers by securing social justice for them. Tenancy legis¬ 
lations enacted in the pre-independence period can broadly be divided 
under four heads :— 

(i) Security of Tenure: In Bombay, Punjab, Himachal Pradesh 
and Madhya Pradesh legislations were enacted during the British rule 
for guaranteeing security of tenure to the tenants. Such legislations 
prevented the ejection of tenants so long as they paid their rents regu¬ 
larly. With security of tenure there was an automatic incentive effect. 
Tenants showed greater interest in land improvements and this paved 
the way for a thorough and penetrating land reform legislation of the 
future, (ii) Fair rent: In Punjab, Hyderabad and Rajasthan legislations 
were enacted which fixed maximum limits to the amount of rent pay¬ 
able to the landlord by the tenants. These legislations partially reduced 
the exploitations by the landlords. The tenant, because of the enforce¬ 
ment of fair-rent legislation, was better off and could undertake small 
investments for improving agriculture, (iii) Legislations providing oppor¬ 
tunities to tenants to become owners of the land which they cultivate. 
In Bombay, Punjab, Delhi, Rajasthan, U.P., and Hyderabad legislations 
were undertaken for providing tenants with rights of purchasing the 
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holdings on which they cultivate. To encourage hardworking tenants 
to become owner-cultivators, in Punjab, the right of purchase was 
granted to those tenants who held land continuously for 12 years. These 
legislations, however, affected the production-efficiency of the tenants 
because they were induced to take more loans with the hope of gaining 
ownership rights. Such legislations would have been more successful 
if simultaneous arrangements were made for providing easy credit 
facilities to the tenant-cultivators, (iv) Compensation for permanent 
improvements: In a few States, legislations were enacted for the pay¬ 
ment of compensation for permanent improvements undertaken on 
a farm by the tenants. Such compensation legislations coupled with 
“security of tenure” legislation gave rise to mild incentives for improve¬ 
ments of the holdings cultivated by the tenants. But in the absence of 
thorough institutional changes in agriculture, significant results could 
not be obtained. 

Tenancy Legislations Under the Five Year Plans 

The primary aim of tenancy legislations recommended in the Five 
Year Plans is: (i) to regulate (reduce) rents; (ii) to provide greater secu¬ 
rity of tenure to the tenants; and (iii) where the landowners have a 
large amount of land under their personal cultivation, to permit the 
tenants to purchase the land taken under lease. 

Before legislations were undertaken, the most common rate of 
rent was 50 per cent of the gross produce, the tenant bearing almost 
all the cost of cultivation. The level of rent suggested under the First 
Five Year Plan was or of the gross produce, according to whether 
the land was under irrigation or not. In Bombay State, the tenancy 
legislation places the upper limit of rent at Ve the gross produce. But 
in the more recent tenancy legislations in Andhra and Madras, the 
stipulated percentage of permissible rent is 40 and 45 per cent respec¬ 
tively. Some State governments have ignored the recommendations of 
the Planning Commission and have enacted legislations which are more 
favourable to the landowning classes. This is perhaps because the state 
governments were afraid tliat tenancy legislations, according to the 
recommendations of the Five Year Plans, would affect adversely the 
interests of a class of landowners in the ryotwari area, who lease out 
their lands and have a substantial rental income, a class which has 
some influence in the social and political life of the country. But it is 
rather disheartening to note that in most States one would come across 
an almost universal lack of enforcement of the main provisions of the 
tenancy legislation. 
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Land Reforms Measures in the First and Second Plans (with Special 
Reference to the Fixation of Ceiling on Agricnltural Holdings) 

(a) Land Reforms Policy of the First Plan: In determining 
the land reform policy of the First Plan special emphasis was placed 
on the abolition of intermediaries, enactment of radical tenancy re¬ 
forms and resumption of personal cultivation based on peasant-pro¬ 
prietorship. The First Plan’s agrarian reorganization programme also 
gave importance to the problems of regulation of rents and consoli¬ 
dation of holdings. 

Substantial progress was achieved during the First Plan period in 
almost all States for abolition of intermediaries. Radical tenancy re¬ 
forms were introduced and old tenancy laws were substantially revised 
to suit present day conditions in most States. In U.P. and Delhi, tenants 
were given full security of tenure. Tenants of Bombay, Punjab and 
Rajasthan obtained limited security of tenure. 

But, as noted earlier, progress in the regulation of rent was quite 
uneven during the First Plan period. Only a few States scaled down 
rents and in most States the maximum fixed was higher than that recom¬ 
mended in the First Plan. As in the field of rent regulation so also the 
work of consolidation of holdings did not make appreciable progress 
during the First Plan period. 

(/)) Land Reforms Proposals in the Second Plan: The ultimate 
objective of land reforms in the Second Plan is the creation of Co-opera¬ 
tive Village Management. The idea of Co-operative Village Manage¬ 
ment was introduced in the First Plan but much progress could not 
be achieved in this direction during the First Plan period due to initial 
difficulties. 

Three points are to be specially noted for understanding the full 
meaning of the Co-operative Village Management ideal:— 

(i) Co-operative Village Management assumes that peasant-pro¬ 
prietorship of land holdings exists, (ii) It makes a distinction between 
the unit of management and the unit of operation; therefore, though 
the whole village may serve as the unit of management, it may be 
possible that the peasant-holding is the common unit of operation for 
a number of years, (iii) Once the stage of Co-operative Village Manage¬ 
ment is reached the distinction between cultivators with land and with¬ 
out land would become less significant; the resources of the whole 
village community, derived from agriculture, trade and village industry, 
will be utilized for securing maximum increase in production and em¬ 
ployment by means of co-operative activities within and beyond the 
village: thus what is ultimately visualised is an integrated socio-economic 
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rural structure in which agricultural production, tillage industries, pro¬ 
cessing industries, marketing and rural trade are all organised on co-opera¬ 
tive lines. 

The Second Five Year Plan also tells us that during the transition 
to Co-operative Village Management, land in the village will be managed 
in three different ways. Firstly, there will be the individual farmers cul¬ 
tivating their own holdings. Secondly, there will be groups of farmers 
who pool their lands voluntarily in their own interest into co-operative 
working units. Thirdly, there will be some land belonging to the village 
community as a whole. Thus one could visualise within the scheme of 
land management in each village an individual sector, a voluntary co¬ 
operative sector and a community sector. “The aim would be to enlarge 
the co-operative sector until the management of the entire land in the 
village becomes the co-operative responsibility of the community.” 
In other words, quantitative changes will become qualitative and the 
expanding co-operative sector will become a community sector in which 
the distinction between those who own land and those who do not will 
tend to disappear. 

All these mean that there are three distinct aspects in Second Five 
Year Plan's land policy. Firstly, as regards ownership, peasant-proprie¬ 
torship is emphasized and the individual peasant would continue to be 
the owner of the land which he possesses. Secondly, the ultimate objective 
of management will be to entrust it to the whole village community. Thirdly, 
in the field of operation there will be either individual or co-operative farm¬ 
ing. The Planning Commission should have been more definite about 
the ultimate ownership of land and the mode of its operation. Instead 
of a vague suggestion, it should have firmly declared that under the 
system of Co-operative Village Management, the principal mode of 
agricultural operation would be co-operative farming based on indi¬ 
vidual peasant-ownership of land. Phrases like “co-operative manage¬ 
ment” and “integrated social and economic structure” are no doubt 
enchanting, but do not carry much meaning unless concretely defined. 
In short, the Second Plan’s land policy is a vague and disjointed state¬ 
ment. Most probably, it was prepared hurriedly in a piecemeal manner. 

The Second Plan {final draft) also inadequately tackles the question 
of ceiling on land holdings though it recognises that redistribution of 
land, based on ceilings, is the basic pre-condition of a radical land 
reform policy. Instead of a clear definition regarding the ceiling, it 
simply recommends that “the balance of convenience lies in favour of 
each State specifying according to the conditions of different regions, 
classes of sod, irrigation etc., the area of land which may be declared 
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to be a family holding.” In this connection it should be noted that the 
first draft of the Second Plan (based on Mahalanobis proposal) ap¬ 
proached the problem of filiation of a ceiling and determination of the 
size of a family holding in a more concrete manner. In the earlier draft 
the net annual income (including remuneration for family labour) of 
Rs. 1,2(X) was recommended as the basis for determining the family 
holding. 

The fixation of ceiling and a clear cut definition of family holding 
were not included in the final draft of the Second Plan because the 
Planning Commission thought that a rigid definition could not serve 
the purpose due to regional differences in soil and crop conditions. 
However, it should be noted that the Ceilings Committee of the Land 
Reforms Panel was in favour of the adoption of the income criterion 
as presented in the earlier draft. The Committee emphasized that the 
main objective of the ceiling formula was to limit the maximum area 
of individual ownership of land and for this purpose the income crite¬ 
rion was less discriminatory than fixed area criterion. Looking at the 
Zamindary Abolition Acts passed in U.P.. Madhya Pradesh and West 
Bengal, we find that the fixed area criterion has found favour with the 
authorities while deciding the ceiling on land holding and determining 
the size of family holding. Madras also seems to be inclined to adopt 
the fixed area criterion on an acreage basis. But Mysore and Andhra 
have in their Bills adopted income basis. 

Though a general recommendation was made in favour of the 
ceiling measure in the First Five Year Plan, hardly in any State effective 
legislation was enacted for imposition of ceilings. Recently, with the 
enactmrat of the Constitution (Fourth) Amendment Bill, the consti¬ 
tutional difficulties in the way of fixation of ceiling disappeared. There¬ 
fore in the beginning of 1959, the Nagpur Resolution of the Congress 
party on land reforms declared that State Governments must enact legis¬ 
lation relating to ceiling on holdings by the end of 1959. As a result of 
this, the state governments have begun to take vigorous and effective 
steps for the fixation of ceilings and the determination of the size of 
family holdings. 

The distribution of land in excess of the ceiling among the landless 
and land-hungry peasants would substantially benefit agricultural pro¬ 
duction and appreciably raise rural income. Wider and more egalitarian 
distribution of land, based on proper and fair fixation of ceiling, would 
pave the way for the achievement of a socialistic pattern of society in 
the rural sector of our economy and would certainly reinstate the econo¬ 
mically handicapped class of small farmers in our reoriented peasant 
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democracy. More equal ownership of land, resulting from a radical 
policy of ceiling fixation, will facilitate the consolidation of holdings 
and would open the way for co-operative farming and increased agri¬ 
cultural production. 

New Agrarian Policy—Nagpur Resolution on Land Reforms 

The agrarian policy enunciated in the Second Plan appears to have 
been prepared in a piecemeal fashion. The party in power soon realised 
that the Second Plan’s land policy not only lacked the elements of cohe¬ 
sion and synthesis but suffered most due to the absence of dynamic 
ingredients that are necessary to impart a “new look” to rural life. This 
is a serious shortcoming; for, as we all know, unless the rural sector 
is fully “dynamised” the expansion of the urban sector and the tempo 
of industrial development get hopelessly januned up. A co-ordinated 
land policy is required during the process of industrialisation in an under¬ 
developed country like ours, mainly for the purpose of generating a larger 
marketable surplus of foodgrains and agricultural raw materials in order 
to meet the expanding requirements of industrialisation and the high ex¬ 
port targets. The Congress at the Nagpur session, in the beginning of 
1959, showed its deep appreciation of this vital problem and seemed to 
be determined to reorient and co-ordinate the land policy. 

The new agrarian policy, based on the Nagpur Resolution of the 
Congress party, visualizes the co-operatives as the key stone of the 
arch of the Third Plan. The new pattern of land reforms aims at Pan- 
chayat-based joint co-operative farms, preceded by the development 
of a net work of service co-operatives. These service co-operatives, which 
are to be purely temporary organisations, are to be utilized mainly for 
the purpose of supplying good seeds, fertilizers, agricultural implements 
and scientific advice to the cultivators. They would also arrange for 
credit and marketing facilities. The State Governments are to enact 
legislations relating to ceiling on holdings by the end of 1959. The manage¬ 
ment of surplus land is to be entrusted to village co-operatives limited 
to the landless and to peasants short of the ceiling. All this work is to 
be done with the ultimate objective of setting up a large number of 
“one-village” type of joint co-operative farms all over the country as 
quickly as possible. 

We give below the highlights of the Nagpur Resolution on agrarian 
organisational pattern for India :— 

(i) The organisation of the village should be based on village panchayats 
and village co-operatives, both of which should have adequate powers 
and resources, to discharge the functions allotted to them. A number 
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of village co-operatives may form themselves into a union. All pennanent 
residents of the village, whether owning land or not, should be eligible 
for membership of the village co-operative which should promote the 
welfare of its members by introducing progressive fanning methods 
and improved techniques of cultivation and encouraging cottage indus¬ 
tries. In addition to providing credit and discharging other servicing 
functions, the village co-operative will arrange for pooling and market¬ 
ing the agricultural produce of the farmers and for storage and godown 
facilities for them. 

(ii) The future agrarian pattern should be that of co-operative joint 
farming, in which the land will be pooled for joint cultivation, the farmers 
continiiing to retain their property rights, and getting a share from the 
net produce proportionate to their land. Further, those who actually 
work on the land, whether they OAvn the land or not, will get a share 
in proportion to the work done by them on the joint farm. 

(iii) As a first step, prior to the institution of joint farming, service 
co-operatives should be organized throughout the country. This stage 
should be completed within a period of three years. Even within this 
period, however, wherever possible and generally agreed to by the 
farmers, joint cultivation may bo started. 

(iv) In order to remove uncertainty regarding land reforms and to 
give stability to the farmer, ceilings should be fixed on existing and future 
holdings and legislation to this effect, as well as for the abolition of inter¬ 
mediaries, should be completed in all States by the end of 1959. All sur¬ 
plus land should vest in Panchayats and should be managed through 
village co-operatives. 

(v) With a view to assuring a fair return to the tiller, a minimum 
on floor price should be fixed reasonably in advance of the sowing season 
with respect to each crop and arrangements should be made to purchase 
directly, whenever necessary, the crop produced. 

(vi) The introduction of State trading in wholesale trade in food grains 
is welcomed and should be fully given effect to. 

(vii) Every effort should be made to bring the uncultivated and waste 
land into cultivation. The Central Government should appoint a com¬ 
mittee to devise suitable measures for the utilisation of this land. 

India’s land policy, it appears to us, should have at least three 
crucial planks. First, the policy must better the lot of the peasant econo¬ 
mically, culturally and socially. Secondly, it should effectively “dynamise” 
the rural sector so as to release a continuous and adequate flow of market¬ 
able surplus of foodgrains and agricultural raw materials. Thirdly, the 
policy must safeguard and not sacrifice our precious democratic way 
o: IE—14 
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of life and the larger human freedom inherited in it. For the simultaneous 
achievements of these three objectives under a democratic set up, co¬ 
operatives seem to be the only solution. 

Service co-operatives, on the basis of voluntary membership, for 
the purpose of supplying good seeds, fertilizers, agricultural implements, 
etc. is certainly an admirable proposition. But the switch over from 
service co-operatives to joint co-operative farms would be a tough job 
in an underdeveloped country like ours with tradition-bound people. It 
takes time to rouse these people into action and equip them properly 
with social, psychological and educational qualifications in order to 
broaden their horizons and make them appreciate new experiments. 

This does not mean that we are against the joint co-operative farm¬ 
ing experiment. We believe that the whole thing should be done gradually 
and systematically. The trouble with the Congress leaders is that they have 
become too impatient and would, therefore, like to solve all the knotty 
issues of Indian agriculture by means of a magic formula. Unfortunately, 
joint co-operative farming provides no such magic solution. 

Co-operative farming is not an easy or self-regulating system, it 
calls for much preparation, supervision, capital expenditure and out¬ 
standing leadership. The crucial problem would be to convince cultivators 
with unequal holdings and unequal education and understanding to consent 
to Join in cultivation and to stick to it. If the Panchyats in India are to 
perform this vital task, they are to be equipped with men who possess 
the requisite technical and organisational qualifications. It is not possi¬ 
ble to “manufacture” such know-hows overnight. 

If the Panchayats, which lack both technical knowledge and orga¬ 
nisational discipline cannot be relied upon to fulfil this colossal task, 
should we imitate the Communist practice and utilize the instrument 
of party cadres for this purpose? The use of party cadres involves dan¬ 
gerous political consequences and, perhaps, goes against the fundamental 
dictates of democracy. Moreover, it seems that, in spite of best efforts, 
it will be extremely difficult for the party in power to create, within 
a short span of time, a well-trained and well-disciplined cadre of poli¬ 
tical workers with the requisite ideological conviction and organisational 
merit. Therefore the fundamental issue, as to who exactly will be entrusted 
with the implementation of the programme remains unsolved. 
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CO-OPERATIVE FARMING AND THE 
CO-OPERATIVE MOVEMENT 


Fundamental changes introduced in the land tenure system accom¬ 
panied by the abolition of the Zamindary system would require, as 
we saw before, an alternative system of farming. Collective farming, 
where the resources are owned collectively but cultivation is carried on 
individually, is probably not suited to democracy. Experiences of collec¬ 
tive farming in most of the Eastern European countries show that it 
can hardly increase the land available or the output and income per 
acre. It should be remembered that land relations structure in India 
has been by far the most important factor responsible for the country’s 
economic backwardness. It has acted like a built-in-depressor and has 
pushed Indian agriculture into an unusually low level of under-employ¬ 
ment eqxxilibrium. The remedy for this state of affairs lies in the imme¬ 
diate redistribution of land on the basis of ceilings and the creation of 
non-agricultural employment on a mass scale. Effective redistribution 
of land should serve as the main basis for accomplishing thorough 
institutional changes in Indian agriculture. Through redistribution of 
land, if we can carry enough resources to the small farmer then only, 
we shall be in a position to tackle effectively the problem of co-opera¬ 
tive farming. We require medium-sized co-operatives with “better-off” 
small peasants as members, and without state interference but with 
some degree of state sponsorship, for the success of co-operative fa rming 
in a “peasant democracy” like that of ours. 

The main features of democratic type of co-operative farming are: 
ia) ownership of land rests on individual cultivators; (b) all plots are 
organised into a single unit; (c) members receive payments for their 
work; (d) management is jointly conducted and (e) net profits are dis¬ 
tributed among members after keeping aside a portion for the purpose 
of building a reserve fund. The money required for the share capital 
of the co-operative farming society may be contributed by the mem¬ 
bers who will get back their money along with interest in instalment 
after a suitable interval. In the initial stage, state sponsorship would 
surely strengthen the co-operative farming societies. 
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The advantages of co-operative farming arise mainly from its large 
size, joint management and individual proprietorship. By amalgamating 
the works and risks of individual farms, the introduction and use of 
technical knowledge and skill are made easier. Deeper ploughing, differ¬ 
ent rotation of crops, new varieties of seeds, water and soil conservation 
measures and other changes in farming techniques are more quickly 
adopted. Because of larger farming units, items of capital equipments 
like large tractors and processing plants are more fully used. Better 
housing of live-stocks, larger storage space for crops and suitable market¬ 
ing arrangements can be accomplished more economically because of 
joint management. But the incentive for cultivation and increasing pro¬ 
duction are not likely to be dampened as the member-peasants enjoy 
proprietorship rights and get both remuneration and a share of total 
profit. 

Progress of Co-operative Farming in India 
(with Special Reference to First and Second Plans) 

Just after independence the first attempt at a systematic and co¬ 
ordinated type of co-operative farming was made in the Jhansi district 
of U.P. Since then a number of co-operative farms has been organised 
in other districts of U.P., Bombay, Punjab and Delhi. In U.P. co¬ 
operative farming societies have reclaimed large tracts of land in the 
Terai region. In Bombay State also, co-operative societies have under¬ 
taken cultivation of government waste and “Mulki” fallow lands after 
reclaiming them and making them suitable for cultivation. In Punjab 
co-operative farming societies, in addition to reclamation of land, have 
spent large sums of money for the introduction of mechanised operations 
in the field of cultivation. 

The United Nations Report on “rural progress through co-opera¬ 
tives” has rightly emphasized that, “co-operative farming ideally fits 
into the system of reoriented land tenures in an underdeveloped 
country determined to achieve economic development by means of 
democratic principles of planning”. The first Indian Co-operative Con¬ 
gress in Bombay in February 1952 passed a resolution that “active 
and vigorous steps should be taken by the State and co-operative 
movement to organise co-operative farming societies wherever their 
formation is feasible and desirable”. Inspired by this resolution, the 
government in September 1953 arranged for a Conference of State 
Ministers of Agriculture and Co-operation. This Conference passed 
the following resolution; (i) the State governments, while selecting 
areas for starting co-operative farming societies, should give special 
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preference to the areas where small holding predominates, reclaimed 
land is available, co-operative enterprises already exist and other types 
of development projects are also to be found; (ii) arrangement for the 
training of official and non-official staff of co-operative organization 
should be made by the State government; (iii) extension of co-operative 
farming should be gradual and compulsion should not be used for 
bringing unwilling cultivators into the fold of co-operative farming 
societies. Since then there have been annual conferences of the State 
ministers of Agriculture and Co-operation. For the first time after the 
general election in 1957, we have at the Centre a Minister of State for 
Co-operation. This distinctly shows the importance attached to co¬ 
operation by the government. 

The Indian Planning Commission has agreed that Co-operative 
farming should be developed as rapidly as possible. In the First Five 
Year Plan a number of suggestions was made for encouraging and 
assisting small farmers to combine on a voluntary basis into co-opera¬ 
tive farming societies. Agrarian experiments were recommended for 
evolving techniques of co-operative farming which would be suitable 
under Indian conditions. State governments were also requested to 
draw up phased programmes for co-operative farming but unfortunately 
during the First Plan period little action was taken in this direction. 
Individuals, endeavouring to form co-operative farming societies, ex¬ 
perienced practical difficulties for which they were unable to secure 
the necessary guidance. The main task during the Second Five Year 
Plan is to take such essential steps as will provide some foundations 
for the development of co-operative farming so that by the end of the 
Third Plan period a substantial proportion of agricultural land is cul¬ 
tivated on co-operative lines. 

Since January 1959, when the Congress party at Nagpur announced 
its decision to implement as early as possible a new agrarian organisa¬ 
tional pattern based on joint co-operative farming, tremendous activity 
has started on the co-operative front. The centre has asked all State 
Governments to immediately revise their plans for the development of 
co-operatives for the period from July 1959 to March 1960 in order to 
implement the new overall target of 20 million membership for all 
co-operatives within India. The centre has also informed the State 
Governments that it will lend them up to Rs. 8 crores to help them pro¬ 
vide loans to 4,000 primary village co-operative societies in the country. 
The loan scheme, it is expected, will be utilized by the States from 
October, 1959. 

It is rather disheartening to note in this coimection that the Plan- 



214 


INDIAN ECONOMY—ITS NATURE AND PROBLEMS 


ning Commission's recent report on the working of 22 co-operative 
farming societies in India makes a dismal reading. Most of these co¬ 
operatives were formed by absentee landholders with a view to evading 
the consequences of the land reform legislation and, therefore, com¬ 
pletely failed to abide by the essential principles of co-operative endea¬ 
vour. Most of them did not participate in the work on the farm or at 
best confined themselves to supervision and management, necessitating 
employment of hired labour. We are rather amazed to find that most 
of these co-operatives were considered eligible for government loans 
and subsidies and, in fact, received substantial amounts from it. Naturally 
these co-operatives have brought about tlie doom of the small peasants. 

It is equally disheartening to go through another very recent but 
more pungent report on the working of large and small co-operative 
societies. In this report, the programme evaluation organisation of 
the Planning Commission points out that neither the large nor the small 
ones have yet covered even a fourth of the households in their jurisdic¬ 
tion. Many malpractices are prevalent in both small and large socie¬ 
ties. In most cases, the large ones are much worse than the smaller co¬ 
operatives. Moneylenders-cum-landlords occupy positions of power in 
the committees of the larger societies and set up obstacles in the way 
of their development into people’s institutions. 

These reports on the working of co-operatives make it clear that the 
better-off^ class, mostly consisting of absentee landholders, has received 
greater benefits than the economically handicapped class of small peasants. 
That is why we plead for effective redistribution of land as the main 
pre-condition for improving the economic status of the small peasant. 
The small peasant serves as the basic pillar of our “peasant democracy” 
and, given an opportunity, he will certainly endeavour to make co¬ 
operative farming a success. 

It is highly interesting to note here the new line of approach to co¬ 
operative farming given by Dr, Otto Schiller in a recently published book¬ 
let on co-operative farming. Dr. Schiller advocates individual farming 
with small holdings but emphasizes the immediate necessity of undertaking 
planning, investments, supply and marketing on co-operative lines. He 
is of the opinion that if this be done, the advantages of large-scale farm¬ 
ing operations would be obtained without an immediate merger of 
small holdings. In fact. Dr. Schiller suggests a new type of co-operative 
organization, which he calls “a co-operative society for improved indi¬ 
vidual farming”. The main idea in this scheme is that co-operative 
activity should be extended even to the sphere of production, i.e., farm¬ 
ing operations, without merging the holdings of small agriculturists 
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or affecting their private ownership of land, their personal initiative 
and attachment to the soil. Dr. Schillers proposals constitute the most 
practical solution to the problem of rational and efficient use of our land 
surface at present when we find that a great majority of the tradition- 
bound rural folk is not sufficiently equipped with proper social, psy¬ 
chological and educational qualifications so as to fully appreciate the 
new experiment of joint co-operative farming, proposed in the Nagpur 
resolution of the Congress. Later on, when the rural people are really 
roused to action, we will, of course, modify Dr. Schiller’s scheme with 
a view to set up a large number of medium-sized co-operatives of small 
peasants under state sponsorship and this would gradually, step by 
step, take us to our ultimate goal of joint co-operative farming. 

Joint Co-operative Farming: Problems and Possibilities 

Since the new pattern of land reforms was accepted by the Con¬ 
gress at the Nagpur session in the beginning of 1959, we have started 
discussing the problems and possibilities of joint co-operative farming. 
An emotionally surcharged atmosphere is being gradually created by 
the Congressmen for the ultimate implementation of the new agrarian 
programme with joint co-operative farming formula as the key stone 
of its main arch. It appears that the sudden switch-over in China, under 
the so called “Great Leap” of 1958, from “Producers’ Co-operatives” 
to “People’s Communes”, for generating a larger marketable surplus 
of foodgrains and agricultural raw materials, has initiated our Congress 
leaders in doing immediately something equally spectacular in the field 
of agriculture for solving somewhat similar problems. The Chinese Com¬ 
mune encourages not only agriculture but also small factories and runs 
institutions for collective welfare like community dining rooms, nurseries, 
kindergartens, homes for the aged, etc. Since the Indian situation makes 
the Commune idea impracticable, we have gone for the Panchayat-based 
joint co-operative farm and have decided to tag a remodelled Community 
Development Programme to it. 

Our initial performances on the agricultural front, particularly in 
the sphere of institutional changes, was perhaps not upto the mark. 
Therefore, our leaders are now anxious to apply hurriedly some sort 
of an wonder drug. Unfortunately, joint co-operative farming provides 
no such wonder drug; it cannot produce startling results amongst tradi- 
tion-boimd people. It has to be introduced step by step and, therefore, 
it may not be possible to achieve too many things too soon. 

We, however, do not wish to undermine the importance of joint 
co-operative fanning in agriculture-dominated backward economies, 
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oriented toward democratic principles. In such backward economies 
with very low standards of agricultural productivity, technical knowledge 
and capital resources, a move towards higher production of field crops 
might be more rapidly initiated through a co-operative than through 
an individual approach; though formidable psychological obstacles 
would have to be overcome and an effective vehicle for the organisation 
of the system would have to be created. To secure discipline and intelli¬ 
gence in work constitutes one of the most difficult problems of the co¬ 
operative farm. It can be achieved by exceptional leadership or by a com¬ 
mon motive and a shared purpose, deeply felt. 

Mechanization, though it is perhaps the most attractive feature 
of co-operative farming in the eyes of the cultivator himself and though 
it could somewhat augment food production, will do so only by releasing 
a large army of underemployed persons and, unless all the saving poten¬ 
tial of the rural sector is effectively mobilised by strait-jacket fiscal 
tactics, it will be almost impossible to put these people into gainful, 
productive activities. In Russia, this could be done by means of com¬ 
pulsion and huge sacrifices accompanied by an accelerated tempo of 
industrial development. India believes in democratic principles and has 
not reached the stage at which wholesale transfers from agriculture 
could be accepted. The degree to which hand labour in other industries 
is being artificially preserved may serve as a proof for this. 

Next, it should be remembered that any rapid extension of joint 
co-operative farming, even without the displacement of labour, would, 
to some extent, break up the traditional pattern of the Indian village, 
weaken family responsibility and create a different order of importance 
among individuals. All these will require social services which India 
at present cannot afford. One has to painfully remember in this connec¬ 
tion that a recent reappraisal of the Second Plan hints at the possibility 
of a drastic cut in social services’ e]q)enditure for the maintenance of 
the basic industries and the sustenance of the “core” projects. 

Less frequently discussed is the financial aspect. It is generally 
believed that the joint co-operative farming system offers considerable 
opportunity for injecting much needed capital into agriculture. While 
co-operative farms are few and cherished for experimental purposes, 
fairly large sums can be spent even in a capital-poor underdeveloped 
country, and in many cases well spent in this way. But if every village 
adopted co-operative farming (as visualised under the new pattern of 
agrarian reforms, accepted by the Congress at the Nagpur session), 
the provision of capital on this scale would probably be impossible, 
especially as most of the parts and accessories for the manufacture of 
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mechanized agro-equipments would have to be imported and this would 
certainly involve priorities in the use of our limited foreign exchange. 

Before we turn to the experiences of other countries as regards 
co-operative farming and come to a general conclusion, let us sum up 
the main points of the controversy over the question of farmers jointly 
cultivating their holdings on a more or less permanent basis. The advan¬ 
tages of the permanent pooling of land in a country like India are that 
fragmentation is eliminated; mechanization becomes possible; crop 
protection is easier; a certain amount of labour specialization can take 
place. Against this must be set the reluctance of the peasant to surrender 
his land, which in most cases is his only substantial asset and also the 
base of his social position; the difficulty of securing discipline in work; 
the lack of an effective vehicle for spreading new ideas and implementing 
them; the fact that there is no exact means of measuring work done 
by traditional methods so that, while the lazy and the slacker are known 
and resented, they cannot easily be checked (the “limping partner” will 
always retard the progress of his fellow-cultivators); the need for orga¬ 
nizational discipline, technical knowledge and a fairly complex system 
of accountancy—^most of which were not required before. 

At a time when we are seriously thinking about the possibilities 
of joint co-operative farming under a democratic set up, the lessons 
of Israel are worth pondering. The history of co-operative farming in 
Israel is of special interest to us simply because it is perhaps the only demo¬ 
cratic, underdeveloped country which has achieved some amount of success 
in this field. In two respects, however, Israel’s experiences are a warning 
to those of us in India who believe that joint co-operative farming is 
an easy matter and will ultimately usher in the millenium. In Israel, 
the earlier rigid type co-operative (called the “kibbutz”) lost its appeal 
to the people within a short period of time and had to make way for 
the more liberal and flexible form of co-operative enterprise (known 
as the “moshav”). Secondly, the members of co-operative farms in Israel 
were not traditional peasants, their background was urban and in most 
cases their standard of education was quite high. This perhaps lies at the 
root of Israel’s success in the sphere of co-operative farming. Unfor¬ 
tunately, we lack this advantage in India and will certainly take more 
time than Israel to skip the organisational hurdle associated with co¬ 
operative farming. 

It should be noted here that in the case of the co-operatives in 
Israd, the members bring in little or no capital of their own; initial 
resources are provided by loans from various Zionist funds. Another 
point of special importance is that all the Israel-bom and most of the 
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overseas recruits to the co-operatives in Israel undergo a prolonged 
training, as much moral and social as agricultural, in different types 
of youth movements. In fact, at present, most of the existing co-opera¬ 
tives in Israel have youth camps attached to the settlement where bud¬ 
ding co-operators are given exhaustive training. Youth movements 
and activities in the youth camps constitute an effective vehicle for the 
organisation of the co-operative system and the spreading of the message 
of co-operation. It appears that we have much to learn from this aspect 
of Israel’s co-operative movement. 

The transition in Israel from the rigid type of co-operative (“kib¬ 
butz”) to the more flexible type (“moshav”) clearly shows that farmers, 
used to democratic way of life, resent rigid discipline and like to carry 
on the work as they think fit. This point is of special significance to those 
of us in India who hope for spectacular results in rural planning once 
joint co-operative farming makes substantial headway. Handicaps such 
as the structural weakness of our rural society, its lack of homogeneity, 
the ineptitude of our Panchayats and their failure to assume leadership 
of what is basically a people’s movement will provide formidable obs¬ 
tacles in the way of achieving organisational discipline in our joint co¬ 
operative farms. And without organisational discipline most of our 
cherished objectives of rural planning are difficult to achieve. 

From Israel’s story of co-operative cultivation we now turn to the 
Mexican experiment in co-operative farming. In Mexico, the co-opera¬ 
tives are neither fully spontaneous nor imposed by an all powerful State 
discipline. This half-way approach is important for us because it provides 
striking resemblance to our recently formed ideas of joint co-operative 
farming. Moreover, as in India so also in Mexico^ the co-operative farming 
experiment is concerned with people who are in the main at a low level 
of technical and general education, and whose enthusiasm, initiative, self- 
confidence and zeal for action have been sapped by many generations 
of poverty and semi-serfdom. Mexico*s experience, however, provides 
us with a constructive lesson. It testifies that, without costly and constant 
supervision by experts, and the provision of State subsidized services on 
a considerable scale, the mere introduction of co-operative ownership or 
even actual joint cultivation does not, at any rate for many years, bring 
about increased production. 

It is perhaps too early to pass a final verdict on the Mexican co¬ 
operative experiment but a few observations can be easily made on the 
basis of results so far achieved. Efficiency varies from one co-operative 
farm (known as “ejido” in Mexico) to the next, and is mainly dependent 
on the intelligence and strength of character of the foreman (or the 
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works manager in charge of the entire farming operation) chosen. The 
Mexican experience shows that the crux of the problem is to find a capable 
person for the foreman’s job and in a country with a low level of tech¬ 
nical and general education it is certainly a formidable task. In this con¬ 
nection we have to remember that in the case of Indian Community 
Development experiment also, one of the basic obstacles has been the 
non-availability of the right type of person for the Gram Sevak’s job. 
All this is not surprising, in view of the imderdeveloped characteristics 
of the inhabitants of immature economies, but what appears surprising 
is the easy confidence which is now being placed on the Panchayat chief 
for tackling the intricate organizational problems of the Indian expe¬ 
riment of joint co-operative farming. 

The Mexican experiment distinctly highlights the point that it is 
extremely difficult to secure discipline in co-operative farm work. In fact, 
it is the lack of organisational discipline that is usually responsible for 
the decline in the productivity of farm labour in the Mexican co-opera¬ 
tive enterprises. In the “ejidos” a code of works discipline, of course, 
exists, but it is not very rigorously enforced, and there seems general 
agreement that in most cases the productivity of labour has declined 
from the days of private ownership. Indeed, in 1939, a decline of 22 
per cent was estimated by the Mexican League of Socialist Agronomists 
and this is certainly not a hostile witness. In India the same thing is likely 
to happen if we hurriedly introduce joint co-operative farming before 
the basic problems of organisational discipline are fully solved. 

It is generally believed that joint co-operative farming can act as 
a propulsive factor during the process of economic development just 
because co-operatives facilitate the mobilization of surplus both for 
reinvestment (capital formation) purposes and for the maintenance of 
an adequate flow of foodgrains for urban consumption. But the lessons 
of Mexico are that, though the collection is easier from organised co¬ 
operative farms than from a large number of small and scattered indi¬ 
vidual farms, there is every possibility of the curtailment of the total 
volume of surplus due to lower productivity of labour, arising from 
inadequate organisational discipline, and also as a result of higher rural 
consumption associated with the improvement of the living standard 
of the cultivators. The experiences of Mexico distinctly show that during 
the initial stages of economic development the chances of appreciably 
augmenting the marketable surplus of agricultural products are rather 
slender. These lessons are worth pondering. It would be perhaps unwise 
to expect in the Indian case a magic solution of the food problem as 
a result of the introduction of joint co-operative farming. 



220 INDIAN ECONOMY—ITS NATURE AND PROBLEMS 

To sum up, the co-operative form of organisation has its merits but 
to secure discipline and intelligence in work, particularly under a demo¬ 
cratic set up, constitutes one of the most difficult problems of the co-opera¬ 
tive farm. Israel’s experiences indicate that cultivators, accustomed to 
democratic way of life, generally resent rigid discipline and like to carry 
on the work as they consider fit. The Mexican experiment in co-opera¬ 
tive farming testifies to the lack of exceptional leadership in the rural 
sector of an under-developed economy with a very low level of techni¬ 
cal and general education. In India also, it appears that it will be a 
tough job to skip the hurdle of organisational discipline. 

Without organisational discipline and effective leadership, it may be 
almost impossible to raise the productivity of farm labour in co-opera¬ 
tive enterprises and without higher productivity, the food problem vir¬ 
tually remains unsolved. In this respect, the lessons of Mexico are specially 
worth studying. In India the proposed joint co-operative farms are 
expected to be confronted with problems, basically similar to those of 
Mexico, which will ultimately convince us that, without proper social, 
psychological and educational requisites amongst the cultivators, even 
a well-thought out scheme of co-operative farming cannot produce 
quiek and spectacular results. 

There is nothing wrong in the joint co-operative farming proposal; 
the trouble lies with our tradition-bound people in the rural sector. Un¬ 
fortunately no effective vehicle exists at present which will rouse these 
people into action. Therefore we have to proceed step by step and wait 
patiently till such an effective vehicle is created. 

Co-operative Movemoit in India ■ 

The chances of success of co-operative farming during the Second 
and subsequent Plan periods can be better appreciated if we focus the 
spotlight on the history of co-operative movement in India. In 1954, 
the co-operative movement in India celebrated its Golden Jubilee. Fifty 
five years from now, when the co-operative movement started with 
the enforcement of the Act of 1904, the operations of the co-operative 
societies were restricted only to credit. Since then, the scope of the 
movement has considerably widened so that it now embraces almost 
all aspects of our economic life. 

(a) Development Prior to World War II: The working of the 
Act of 1904 showed a number of serious defects of which the most 
important were: (i) the restricted nature of the Act which prevented 
the formation of non-credit co-operative societies; (ii) the absence of 
a central organization for supervision and supply of funds; and (iii) 
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the system of rigid separation of the urban societies from the rural 
ones. 

In 1912, the Co-operative Societies Act removed the deficiency 
of the previous Act and for the first time permitted the organization 
of non-credit societies in India. The publication of the Report of the 
Maclagan Committee on Co-operation in 1915 was an important land¬ 
mark in the history of the co-operative movement. In accordance with 
the Maclagan Committee’s recommendations, the Montford Reforms 
of 1919 made co-operation a provincial transferred subject. In 1925, 
the Bombay Government passed a separate Co-operative Societies Act 
which was followed by similar enactments in other provinces. 

During the great depression of 1929-33, the co-operative move¬ 
ment received a rude shock. Agriculture prices fell sharply and the 
cultivators, hard pressed by the heavy burden of debts, grew absolutely 
callous and showed practically no interest in the movement. 

In 1937, the newly established Agricultural Credit Department 
of the Reserve Bank of India stressed the importance of multi-purpose 
co-operative societies. The popular Ministries, which assumed charge 
of provincial administration at that time, started playing an effective 
role in reviving the movement. 

(A) During World War II: With the prices of agricultural pro¬ 
ducts substantially rising, the co-operative movement gained an appre¬ 
ciable amount of momentum during the Second World War period. 
With the improvement of his financial position, the cultivator naturally 
sought progress and betterment so tliat he could be easily attracted 
to the movement. Non-credit co-operative societies made startUng 
progress during the war period. The number of credit societies also 
increased but the rate was slower than in the case of non-credit socie¬ 
ties. Of all types of societies, the consumers’ co-operative societies 
showed most remarkable development and expansion. This was due 
to the shortage of essential goods and the reliance placed on co-ope¬ 
rative societies by the government for distribution of such goods. The 
outstanding progress of co-operative movement during the war period 
is revealed by the fact that whereas in 1938-39, the movement touched 
only 6 per cent of the population^ it covered more than 16 per cent by 
1945-46. Another important development during this period was the 
appointment by the Government of India in 1945 of the Co-operative Plan¬ 
ning Committee which recommended that primary societies should be con¬ 
verted into multi-purpose societies and that efforts should be made to 
bring 50 per cent of the villages and 30 per cent of the rural population 
within the ambit of the reorganised societies within a period of 10 years. 
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(c) Post-Independence Period: The National Government after 
coming into power in 1947 began to take steps for the expansion and 
revitalisation of the movement. In course of the Five Year Plans, co¬ 
operation has become the kingpin of developmental planning in India. 
The Planning Commission not only wants to achieve rural progress 
and reorganization through co-operation but, as the Second Five Year 
Plan shows, co-operation is destined to play the most distinct role even 
in the field of small-scale and cottage industries. Since January 1959, 
when the Congress party at its Nagpur Session announced a new agra¬ 
rian organisational pattern, co-operatives have become the key stone 
of the main structure of our Third Five Year Plan. Therefore it is most 
likely that the co-operative movement would acquire added strength 
in the years to come. 

Reasons for the Virtual Failure of Co-operative Credit 
Movement in the Pre-planning Period 

As we have seen, the original aim of the co-operative movement 
was to extend and develop facilities of rural credit in India. It was thought 
that commercial banks, aiming at high dividend for their shareholders, 
were not suitable agencies for the dispensation of cheap rural credit. 
For the effective elimination of the money-lender, it was necessary to 
develop an alternative agency which would compete with him and ulti¬ 
mately oust him. From this point of view Co-operative Credit Society, 
whose motive is not to pile up profits but to render valuable service, 
was considered to be the most suitable agency. But after more than 
52 years of the working of the co-operative credit movement in India, 
there were in 1956-57 only 1,61,510 primary agricultural credit societies 
which advanced on an average loans amounting to Rs. 67.33 crores. 
This amount is less than one-tenth of the total credit needs of rural 
areas during a year (which stood at Rs. 750 crores in 1951-52 when the 
All India Rural Credit Survey was conducted). 

The main reason for the virtual failure of the movement in the field 
of agricultural credit was that the Indian peasants, whose incomes were 
meagre and dependent on the monsoons, were unable to deposit funds 
even on an instalment basis and pay membership subscriptions. More¬ 
over, the domination of the money-lender over the farmer continued 
because old debts had to be rqpaid. In fact, the stumbling block in the 
way of the success of the movement in the field of credit was the exis¬ 
tence of old debts. 

For the success of the co-operative movement in the field of credit, 
it is necessary to sufficiently broaden the scope of the movement. It 
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is essential to touch every aspect of the farmer's life and for this purpose, 
multi-purpose co-operative societies are the best. It is only when credit 
is linked up with production and marketing that a broad-based recon¬ 
struction of rural life is possible. The multi-purpose societies, endeavour¬ 
ing simultaneously to solve the problems of credit, marketing and pro¬ 
duction, are the most suitable agencies for a thorough reorganization 
and reorientation of the rural economy. We hope that the Service Co¬ 
operatives that are to be organised all over the country within the next 
three years would be model multipurpose societies and would simul¬ 
taneously tackle the problems of credit, marketing and production in 
an effective manner. State sponsorship of the Service Co-operatives 
would prove to be helpful in the initial stage provided the Government 
officials refrain from excessive “bossing” and “over-administering” 
tactics. In short, the optimum programme for this purpose should be one 
of rural reorientation of the operative forces of the country's adminis¬ 
trative and financial organization. It certainly implies a combination of 
rural conscience, rural will and rural direction. 



AGRICULTURAL LABOUR AND 
Chapter 16 MECHANISATION OF 
CULTIVATION 

The discussion of agricultural problems in India cannot be com¬ 
plete unless we make a special study of the Indian agricultural worker. 
In the pre-planning period, though measures were taken for the pro¬ 
tection of Indian industrial labour, almost no attention was paid for 
the improvement of the economic position of agricultural labour. The 
phenomena of under-employment, under-development and ‘surplus’ 
population are aU simultaneously manifested in the daily lives and 
livings of agricultural labour. They get unusually low wages; conditions 
of work put an excessive burden on them and employment which they 
get is extremely irregular. 

Main Findings of the Agricultural Labour Enquiry of 1950-51 

In the post-independence years, the government has shown special 
awareness of the problems confronting agricultural labour. The Ministry 
of Labour of the Central Government in 1949 took the significant step 
of sponsoring a nation-wide Agricultural Labour Enquiry. We put 
below the highlights of the findings of the Agricultural Labour Enquiry 
of 1950-51 

(i) The term “agricultural worker”, as used in the Enquiry, included 
all those who work in the fields for wages. Later on, this definition 
was broadened so that in the Second Five Year Plan Report we find 
that “an agricultural labourer is a person, who for more than half of 
the total number of days on which he actually worked during the year, 
worked as an agricultural labourer”. On this definition, the Agricul¬ 
tural Labour Enquiry revealed that 30.4 per cent of rural families were 
agricultural labourers, half of them being without land and the rest 
being in possession of some land. 

(ii) Agricultural labourers are next divided into two categories: 
attached and casual. This distinction is significant as it shows the hard¬ 
ships imposed on both these groups, {a) Attached workers are more or 
less in continuous employment and are under some sort of contract with 
employers during the period of employment. This contract is the cause 
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of most of their misery. There is an eyewash of “concessions” in the 
contract. The degree of exploitation of the worker reaches such a 
height that he hardly feels that benefits are arising out of the conces¬ 
sions. Concessions vary from State to State. In some cases the attached 
worker gets money advances (as in Bihar) but until he is able to return 
the sum he is not permitted to leave his employer. In other cases, he 
is allotted land on a crop-share basis (as in West Bengal). In those cases 
(as in Kerala) where the attached worker agrees to work as a domestic 
servant as well as an agricultural worker, he is given accommodation 
facilities and perquisites like meals, clothing and bedding, (h) Casual 
Workers are employed from time to time according to exigencies of work. 
In the absence of continuity of employment and the existence of a con¬ 
tract as in the case of attached workers, the lot of the casual workers 
is still worse. The casual workers suffer both from under-employment 
and unemployment and have to eke out a “hand to mouth” existence. 
In any plan for the rehabilitation of agricultural labour, the casual workers 
should get the first priority. The villages surveyed by the Agricultural 
Labour Enquiry showed that the number of casual workers was swelling 
and consequently their plight was getting hopelessly worse. 

(iii) The starting point of the Agricultural Labour Enquiry was 
the 1951 Census finding that cultivating labourers in India represented 
a total population of about 49 million out of 249 million, engaged in 
agriculture. The Agricultural Labour Enquiry Committee by means of 
a comprehensive socio-economic survey has provided important details 
regarding the 49 million cultivating labourers. As many as 85 per cent 
of agricultural labourers had only casual works mostly in connection 
with harvesting, weeding, preparation of soil and ploughing. The aver¬ 
age annual income per family from all sources was Rs. 487 and the 
average income per capita was Rs. 104, compared to the national aver¬ 
age of Rs. 265 (1950-51). This distinctly shows that agricultural labourers 
are the worst sufferers in the under-developed Indian economy. 

The Agricultural Labour Enquiry further revealed that about 15 
per cent of agricultural workers were attached to land owners and worked 
for them on the average for 326 days. Compared to attached agricultural 
workers, casual labourers worked only for 200 days in the year. “Want 
of work” was given by casual workers as the reason for being unem¬ 
ployed for more than 74 per cent of the days during the year. Some 
16 per cent of agricultural workers had no wage-earning employment 
at all during the year. This presents a most shocking picture of the prob¬ 
lem of unemployment and under-employment. Unless the casual workers 
are provided with alternative employment opportunities, the *dynamisa* 
g;ie— 15 
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tion’ of the stagnant Indian rural economy cannot be successfully accom¬ 
plished. 

Moreover, seasonal unemployment problem, extending from three 
to six months, presents a most awkward situation. The attached workers 
become full-time domestic servants and have to perform a number of 
odd jobs. The casual workers frantically search for jobs in the village 
almost in vain and either incur heavy debt or temporarily migrate to 
the nearby industrial areas. Exploitation by the money-lender, coupled 
with a life of want and insecurity, gradually destroys their efficiency 
and initiative. 

(iv) The Agricultural Labour Enquiry has discovered that in Indian 
villages are to be found a few groups of labourers, belonging to the 
lowest social strata, whose conditions show distinct trends of agrarian 
serfdom. Unless these workers are emancipated from virtual serfdom, 
agricultural developmental planning can neither have significance nor 
meaning. 

Brief Appraisal of Agricultural Labour Enquiry 

The Enquiry as a whole is commendable because it provides us 
with the important facts and figures on which future policy for the re¬ 
organization and rehabilitation of agricultural labour would be framed. 
But we are of the opinion that the whole Survey was done rather in 
a hurry. Is it possible, in a little over one year, to get a comprehensive 
range of relevant informations from a vast multitude of villages, spread 
all over the country? Even if we assume that this unthinkable miracle 
can be achieved by the statistical technique of “a stratified two-stage 
random sampling”, it is better to acknowledge the possible source of 
sampling and non-sampling errors in such a procedure. It would have 
been better if the Enquiry Report presented to the nation a broad pic¬ 
ture with general trends. But instead the Report makes a sweeping gene¬ 
ralisation on the basis of collected data which cannot be absolutely relied 
upon as everything was done in a hurry within eighteen months or so. 

The field work of the second All India Agricultural Labour 
Enquiry was undertaken in course of a year (September 1956 to August 
1957). Informations were collected on wages and earnings, employment 
and unemployment, income and consumption, expenditure and indebted¬ 
ness for about 28,OCX) sample agricultural labour households. We hope 
that the second Report, which is expected to be published very soon, 
would accurately present the main highlights of agricidtural labour 
conditions and avoid the technique of sweeping generalisation, based 
on collected data. 
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Suggestions for flie Rehabilitation of Agricultural Labour 
(with Special Reference to Second Five Year Plan) 

The Agrarian Reforms Committee of 1950 observed, “to leave 
out the problem of agricultural labour in any scheme of agrarian 
reforms as has been done so far—is to leave unattended a weeping 
wound in the agrarian system of the country.” Since independence, 
attempts have been made by official and unofficial agencies and persons 
for improving the lot of the agricultural labourers by means of suitable 
measures. 

(а) Minimum Wages Act of 1948 and Agricultural Labour: 
From the data collected by the First and Second Agricultural Labour 
Enquiries the State governments can easily get hrst hand information 
on employment, earnings, cost and standard of living of agricultural 
workers. This helps them to fix minimum wages for agricultural labour. 
During the First Plan period, minimum wages were fixed throughout 
the Punjab, Orissa, Rajasthan, Ajmer, Coorg, Delhi, Himachal Pradesh, 
Kutch and Tripura. The Second Plan has recommended that minim um 
wages be prescribed in all the States and for all the areas. Accordingly, 
the Government of West Bengal has decided to fix minimum wages 
for agricultural labour in the entire State by the middle of 1959. 

(б) New Indian Constitution and Elimination of Agrarian 
Serfdom: The new constitution of India declares serfdom in any form 
a penal offence. Our National Government is determined to eliminate 
s^dom in any type of occupation. The Government is taking effective 
steps for the upliftment of ^kward classes, reclamation of cultivable 
wastes, extension of irrigation facilities, imposition of ceilings on land 
holdings plus reorganization of land tenure systems on the basis of 
the Nagpur Resolution of the Congress Party, establishment of “agro¬ 
type” cottage industries and simple rural construction work for subs¬ 
tantially improving the condition of the agricultural worker and for 
providing him with full time job. The new constitution coupled with 
the reoriented pattern of agrarian organisation embodied in the Nagpur 
Congress Resolution of 1959 would gradually root out agrarian serf- 
-dom and appreciably remedy the miserable condition of the Indian 
agricultural labour. 

(c) Second Five Year Plan and Agricultural Labour: The 
Second Plan gives special attention to agricultural labour because the 
Planning Commission is of the opinion that unless the agricultural 
•workers are properly rehabilitated in suitable occupations, the whole 
programme of accelerated economic growth, envisaged by the process 
of developmental planning, would suffer. The Second Plan Report, 
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therefore, suggests four broad measures for alleviating the hardships 
of these people. Firstly, steps should be taken for a substantial increase 
in agricultural production including animal husbandry. Secondly, 
through extensive development of village and small industries and 
agricultural processing, employment opportunities within the rural 
economy have to be expanded. Thirdly, the social status, efficiency, 
initiative and ability of the down-trodden agricultural labourer have 
to be improved by means of redistribution of land and extension of 
educational facilities. Lastly, a substantial portion of the developmental 
expenditure, meant for the uphftment of the rural economy, should be 
utilized for improving the living conditions of agricultural workers. 

During the First Five Year Plan period, a provision of Rs. 1.5 
crores was made for schemes for resettlement of landless labourers. 
In the Second Five Year Plan, it is expected that Rs. 5 crores would be 
spent on schemes for the settlement of about 20,000 families of land¬ 
less workers on 100,000 acres of land. In the First Plan Rs. 32 crores 
were envisaged for the welfare of backward classes. The Second Plan 
provides Rs. 91 crores for the same purpose. Moreover, the agricul¬ 
tural labourers would be substantially benefited by developmental ex¬ 
penditures in the Second Plan for village and small industries, rural 
construction works and co-operative schemes. 

( d ) Bhoodan Movement and Land Guts lo Landless Workers; 
The Bhoodan Movement, initiated by Acharya Vinoba Bhavc, has 
made substantial progress and more than 4 million acres of land have 
already been donated by landowners. The Movement propagates the 
view that the land belong to the entire community and that there should 
be no private ownership of land. As a first step, landowners are per¬ 
suaded to donate at least ’/b of their land to the Community Pool. It 
should not be forgotten that this is a non-official Movement but is 
indirectly supported by the government. “Bhoodan Yajna” or the Land- 
Gift Movement is the Gandhian way of agrarian reorganization. By 
appealing to the sense of charity and social consciousness, the initiators 
of this Movement have been able to get gifts of land from landowners. 
The land thus obtained is distributed among the landless workers. The 
distribution is according to the needs of every family, as determined 
by its size. Acharya Vinoba Bhave started in 1951 his walking tour for 
collecting land with the aim of securing 50 million acres, one-sixth 
of India’s total arable land. He has been moderately successful in his 
mission in Northern India. From early 1957, Acharya Bhave started 
touring Kerala and other Southern regions. Since the middle of 1957, 
the emphasis has, however, shifted to Gramdan, i.e., donations of entire 
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villages, the ideal being that all land should belong to the village commu¬ 
nity as a whole. It appears that Gramdan villages will have special signi¬ 
ficance for co-operative village development. 

One of the major criticisms of this Movement is that its insistence 
on providing land to everyone, who wants it, will result in extreme 
fragmentation of the land surface, seriously affecting its productivity 
and dampening the flow of marketable surplus from the rural to the 
urban sector. Moreover, the leaders of the Movement are so vitally 
concerned with the creation of a climate for the acceptance of the 
moral principle of voluntary surrender of proprietory rights in land 
that they can hardly give any attention to the task of rehabilitation 
of the new recipients of land through arrangements for the supply of 
credit, draught animals, and other implements for farming. It should 
be remembered that most of these recipients are landless labourers, 
and as such they arc not expected to possess the wherewithal for the 
cultivation of land. 

The Bhoodan Movement, in spite of its moral value and its initial 
success due to the dynamic personality of Acharya Bhave, cannot by 
itself solve all ills to be found in our thoroughly defective land-tenure 
system. Its initial success was mainly due to the fact that landowners 
under the threat of Zamindary abolition could be easily persuaded to 
donate land. Moreover, the Movement would spread slowly because 
the walking tours take an unusually long time. In fact, “Bhoodan 
Yajna” cannot fit in with the dynamic system of developmental plan¬ 
ning initiated in India. However, its importance cannot be totally ig¬ 
nored. Though by itself alone, it is unable to solve fully our intricate 
land reorganization problems within a short period of time, it will pro¬ 
vide a good deal of succour to the new agrarian policy of the Govern¬ 
ment, based on the Nagpur Congress Resolution. Bhoodan Movement 
should he channelised for preparing the ground for joint co-operative 
farming. But the crux of the problem is how to synchronise the Gandhian 
ideal of Bhoodan with the technical changes necessary in farming opera¬ 
tions for appreciably increasing agricultural productivity. 

Technical Changes in Indian Agriculture 

(with Special Reference to Mechanisation of Cultivation) 

With growing population and limited cultivable area, it is absolute¬ 
ly necessary to raise substantially the productivity of Indian agricul¬ 
ture. For achieving this, it is necessary to introduce general technical 
changes which, in addition to reclaiming cultivable wastes, would ex¬ 
tend irrigation facilities and make arrangement for utilization of better 
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fertilizers, seeds and implements. Changes in the technique of agri¬ 
cultural production should be accomplished simultaneously with the 
general development of other sectors of the economy so as to provide 
suitable employment opportunities not only for the large number of 
agricultural labourers who are at present unemployed or under-employed 
but also for those who may be displaced by mechanisation of farming 
operations. 

Scope for Mechanisation of Indian Agriculture: A marked uti¬ 
lization of machinery and power for agricultural operations would be 
a difficult proposition for India under the present pressure of foreign 
exchange. Moreover, mechanisation will lead to a diminution of the 
volume of employment unless there is major extension of area under agri¬ 
culture and rapid development of the industrial sector. It is quite true 
that in India, by means of developmental planning, there will be sub¬ 
stantial expansion of the non-agricultural sectors of the economy so 
that new employment opportunities would be provided for the unem¬ 
ployed and the under-employed. In the agricultural sector, with 85 
per cent of the agricultural labour employed as casual workers, the 
unemployment and under-employment situations have already assumed 
alarming proportions and if on top of this agricultural workers are 
displaced due to mechanisation of cultivation, in spite of the sincere 
efforts of the government for providing suitable employment opportu¬ 
nities to these people elsewhere in the economy, it may well-nigh be 
impossible to absorb all of them within a short period of time. Thus, 
if mechanisation of the Western type is introduced in India there is 
every likelihood of an increase in the volume of unemployment and 
under-employment in the country, at least, during the initial stages of 
developmental planning. 

Moreover, it should be remembered that highly mechanised agri¬ 
cultural implements cannot be produced at present by Indian industries. 
Therefore, these will have to be imported from abroad which also can¬ 
not be undertaken comfortably in the face of the present foreign exchange 
crisis. Of course, with adequate development in the field of machine¬ 
fabricating industries in the near future, it may be possible to introduce 
a moderate dose of mechanisation in the field of Indian agriculture. 

The small size of the Indian holding introduces another serious 
difficulty in the way of mechanisation which contemplates the use of 
motor tractors and other modem farm machineries. Introduction of 
joint co-operative farming, based on the Nagpur Congress Resolution, 
may ultimately prepare the ground for the use of mechanised implements 
in Indian agriculture. Even then, the initial outlay on mechanical equip- 
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ments will be too high for the smaller co-operative farming societies 
unless a portion of the finance is provided by the government or govern¬ 
ment agencies. Illiteracy and poverty of the agriculturists also consti¬ 
tute formidable obstacles to the mechanisation of agriculture. The 
vast majority of Indian peasants neither understand the complicated 
working processes of farm machineries nor possess enough funds for 
buying costly machineries. 

Therefore, at the present moment, it would not be advisable to 
introduce heavy machines in Indian agriculture rather, the technical 
change in agriculture should be limited to light and simple machineries, 
extension of irrigation facilities, reclamation of waste and weed-infested 
land, application of better seeds, improved variety of manures and uti¬ 
lization of newer techniques of intensive cultivation. One such technique 
of intensive cultivation by means of better seeds and manures is the 
Japanese method of paddy growing. In fact, the Japanese method deals 
with the problem of transplantation and preparation of the bed in a 
novel way with special emphasis on better types of fertilizers and seeds. 
The Japanese technique is labour intensive and is ideally suited for 
Indian paddy cultivators, working on small-sized rice beds. The Japanese 
method of cultivation produced startling results during the First Plan 
period and is likely to be continued and extended over a wide area during 
the Second Plan period. Available statistics show that the switch over 
to the Japanese method during the First Plan period brought about, 
on an average, about 35 per cent increase in the paddy yields over that 
of the indigenous practice. 

Technical Changes Proposed in the Five Year Plans: Develop¬ 
ment planning, initiated by the Five Year Plans, are expected to bring 
about the following changes in agricultural methods in India:—(i) greater 
use of chemical fertilizers and better quality manures; (ii) considerable 
extension of irrigation facilities; (iii) sizeable increase in the supply 
of better variety of seeds; (iv) marked increase in the number of “know¬ 
hows” or experts in rural areas through the Community Projects and 
the National Extension Service Schemes; (v) provision, to a limited 
extent, of light tractors and other simple but useful mechanical equip¬ 
ments mainly through State-owned or State-sponsored agencies. 

It seems that the general policy of the Planning Commission, as 
envisaged in the agricultural programmes of the First and Second Plans, 
is to postpone the introduction of heavy tractors and combined harvesters 
for changing the face of Indian agriculture in the twinkling of an eye. 
In the meanwhile, the Commission proposes to increase agricultural 
productivity by less spectacular but sufficiently effective means. Such 
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means include the utilization of small machines and minor technical 
innovations, extension of irrigation facilities, provision of better quality 
manures and seeds and application of intensive cultivation techniques 
like the Japanese method of paddy growing. 

It is gratifying to note that during the First Plan period, the Cen¬ 
tral Tractor Organization (established in 1947) did most useful work 
in reclaiming waste and weed-affected lands. The C.T.O. is rendering 
valuable service in the reclamation of land in the Terai region of U.P. 
It is expected that the heavy tractors of this Organization would be 
specially utilized for reclaiming substantial portion of kans-infested 
tracts in Madhya Pradesh and Rajasthan. If the C.T.O. continues to 
proceed with this work of reclamation in a most energetic and vigorous 
manner, it may be possible to reclaim 11 million acres of cultivable 
waste in the next ten years or so. In the beginning of the First Plan 
period, the C.T.O. purchased with the assistance of the World Bank 
a fleet of 240 tractors. It is expected that the C.T.O. would require an¬ 
other 300 tractors during the Second Plan period. 

To sum up, the problems connected with the rehabilitation of 
landless, under-employed agricultural labour and the application of 
mechanised techniques of cultivation would be solved once the funda¬ 
mental structural organization within Indian agriculture is substantially 
revolutionised and a rapid expansion occurs in non-agricultural sectors 
for absorbing the persons displaced from agriculture. The process of 
developmental planning is bringing about slowly but surely the necessary 
reorganization and revitalization of our rural economy. Hasty solutions 
at this stage are dangerous for they provide temporary remedies and 
substantially aggravate the ultimate problem. 
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APPENDIX TO PART IV 

A. Table Showing the Characteristics and Trends of Indian Population 


Table 4.1 

Popuhtion Size of India Since 1891t 


Per cent increase 

Census year Population in or decrease in 

millions previous decade 


1891 

1901 

1911 

1921 

1931 

1941 

1951 


235.9 

235.5 
249.0 
248.1 

275.5 

312.8 

356.9 


N.A. 
-- 0.2 
+ 5.7 
- - 0.4 
-^ 11.0 
-{13.5 
-f 14.1 


tAdjusted to the present boundaries of the Indian Union. 
Source: Indian Census Reports (1901-1951). 


Table 4.2 

Estimated Annual Birth and Death Rates 


Decade 




Births per 1000 
population 

Deaths per 1000 
population 

1881-1891 




48.9 

41.3 

1891-1901 




45.8 

44.4 

1901-1911 




49.2 

42.6 

1911-1921 




48.1 

47.2 

1921-1931 




46.4 

36.3 

1931-1941 




45.2 

31.2 

1941-1951 




43.1 

30.9 


Source: Indian Census Reports (1901-1951). 


Table 4.3 


Projected Population of India, 1961-1981 

(E.stimatcd population) 
(millions) 


Source of Estimates 

1961 

1971 

1976 

1981 

Census of India, 1951, Part I-A, Reportf .. 

407 

464 

_ 

529 

Planning Commission, Second Five-Year Plan 

401 

459 

494 

529 

Office of Population Research, 

(a) Fertility declining by 50%, 1956-1981 

420 

496 

531 

562 

(b) Fertility unchanged 

424 

532 

601 

682 


fThese figures arc adjusted for a slight difference of coverage in 195T. They are 
the “upper-limit” estimates based on a continuation of 1941-1951 growth rates. 

Source: A. J. Coale and E. M. Hoover. “Population Growth and Economic 
Development in Low-Income Countries.” 
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Table 4.4 


Projected Total Population of India 1951-1986 
(Coalc and Hoover Projection) 

(in millions) 


Basis 

1951 

1956 

1961 

1966 

1971 

1976 

1981 

1986 

Assumption 1 (Fertility 
unchanged) 

357 

384 

424 

473 

532 

601 

682 

775 

Assumption 2 (Fertility 
reduced 50 per cent 

1956-1891) 

357 

384 

420 

458 

496 

531 

562 

589 

Assumption 3 (Fertility 
reduced 50 per cent 

1966-1981) 

357 

384 

424 

473 

524 

569 

603 

634 

Source: A. J. Coale and E. M. Hoover. 
Development in India, 1956-1986”. 

“Population Growth and Economic 


Table 4.5 

Expected Percentages of the Population in 

the Different Age-Groups 



Age-group 
in years 

1951 

1956 

1966 

1976 

1986 

Assumption 1 (Fertility 

unchanged) 

0—^14 

39 

39 

41 

41 

42 


15—64 

58 

58 

56 

55 

54 


65 & over 

3 

3 

3 

4 

4 

Assumption 2 (Fertility reduced 

50 per cent 1956-1981) 

0—14 

39 

39 

39 

34 

30 


15—64 

58 

58 

58 

62 

65 


65 & over 

3 

3 

3 

4 

5 

Assumption 3 (Fertility reduced 

50 per cent 1966-1981) 

0—14 

39 

39 

39 

38 

31 


15—64 

58 

58 

58 

58 

65 


65 & over 

3 

3 

3 

4 

4 


Source: A. J. Coale and E. M. Hoover. “Population Growth and Economic 
Development in India, 1956-1986.” 
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B. Tables Showimc. the Highlights of Food, Agriculture and Co-operation 


Table 4.6 

Production Trends o f Selected Agricultural Commodities 
(In millions) 


Crop 

1947-48 
( Year of 
Independ¬ 
ence^ 

Base 
Year 
of the 
jjr Five 
Year 
Plan 

(1951-52) 

1955-56 

Percentage 
increase in 
1955-56 over 

1947-48 

Base 
Year of 
the Plan 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

Cereals (tons) 

43.74 

46.00 

53.35 

22 

16 

Pulses (tons) 

8.25 

8.00 

10.19 

24 

27 

Foodgrains (tons) 

51.99 

54.00 

63.54 

22 

18 

Oilseeds (tons) 

5.12 

5.08 

5.60 

9 

10 

Sugarcane (Gur) (tons) . 

5.82 

5.62 

5.86 

1 

4 

Cotton (Bales) 

2.18 

2.91 

4.00 

83 

38 

Jute (Bales) 

1.66 

3.28 

4.14 

149 

26 


Note :—Base year for foodgrains is 1949-50 and for others 1950-51. 

Source: Clifford Manshardt. ‘The First Decade: August 15, 1947—August 
15, 1957”. 


Table 4.7 

Adjusted Estimate of Production of Foodgrains in India 
(In million tons) 


Year 

Rice 

Wheat 

Other 

cereals 

Total 

cereals 

Pulses 

Total 

food- 

grains 

1953-54 

28.26 

IM 

22.17 

58.31 

10.56 

68.87 

1954-55 

25.14 

8.78 

22.21 

56.13 

10.98 

67.11 

1955-56 

26.85 

8.57 

19.05 

54.47 

10.82 

65.29 

1956-57 

28.14 

9.07 

20.04 

57.25 

11.44 

68.69 


Source: Report of the Foodgrains Enquiry Committee, November 1957. 
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Table 4.8 

Agricultural Production Targets {Tentative and Revised) in the Second Plan 


Commodity 

Unit 

Estimated 
production 
1955-56 
{as given 
in the 
2nd Plan) 

Tentative 
target of 
production 
as in the 
2nd Plan 

Revised 
target of 
production 

Percentage in¬ 
crease in index 
of production 


As in 
the Plan 

As re¬ 
revised 

Foodgrains 

Million 

tons 

65.0 

75.0 

80.5 

16 

23.8 

Oilseeds 


5.5 

7.0 

7.6 

27 

38.2 

Sugarcane {Gur) 


5.8 

7.1 

7.8 

22 

34.5 

Cotton 

Million 

bales 

4.2 

5.5 

6.5 

31 

54.8 

Jute 


4.0 

5.0 

5.5 

43 

47.5 

Other Crops 


— 

— 

— 

9 

22.4 

All Commodities 


— 

— 

— 

17 

27.1 


Source: Clifford Manshardt. “The First Decade: August 15, 1947—August 15, 
1957“. 


Table 4.9 

Scheme-wise Target of Additional Production of Foodgrains in the Second Plan 


Scheme 

Additional 

Production 


Million 

Per 


tons 

cent 

Major Irrigation 

3.02 

19.5 

Minor Inigation 

1.89 

12.2 

Fertilizers and Manures 

3.77 

24.3 

Improved Seeds 

3.42 

22.0 

Land Reclamation and Development 

0.94 

6.1 

Improved Agricultural Practices .. 

2.47 

15.9 

Total 

15.51 

100.0 


Source: Report of the Foodgrains Enquiry Committee, November, 1957. 
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Table 4.10 

Land Utilization in India 


(in crores of acres) 



1950-51 

1954-55t 

Total geographical area 

81.08 

81.08 

Total reporting area .. 

71.25 

72.15 

Forests 

10.00 

13.34 

Not available for cultivation: 

(/) Land put to non-agricultural uses 

2.31 

4.20 

(//) Barren and unculturable land 

9.43 

7.98 

Total .. 

11.74 

12.18 

Other uncultivated land excluding fallow lands: 

(/) Permanent pastures and grazing lands 

1.65 

2.72 

(if) Land under tree crops and groves 

4.90 

0.97 

(Hi) Culturable waste 

5.67 

5.70 

Total 

12.22 

9.39 

Fallow lands: 

(/) Current fallows 

2.64 

2.82 

(ii) Others 

4.31 

2.93 

Total 

6.95 

5.75 

Net area sown 

29.34 

31.49 

Total cropped area 

32.59 

35.24 

Area sown more than once 

3.25 

3.75 


tProvisional. 

Sources: (/) Review of the First Five Year Plan, May 1957 and 

(ii.) Report of the Foodgrains Enquiry Committee, November 1957. 


Table 4.11 

Regulated Markets in India 


State 


Total number of 
regulated markets 

Number of markets 
regulated for 
foodgrains 

Andhra Pradesh 


79 

33 

Bombay 


184 

103 

Madhya Pradesh 


74 

23 

Madras 


19 


Mysore 


50 

31 

Punjab 

•• 

115 

108 


Total 

521 

298 


Source: Report of the Foodgrains Enquiry Committee, November 1957. 
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Table 4.12 

Proportion of Agricultural Labourers to Total Population 


Census zones 


Density 

of 

population 

Percent¬ 
age of 
rural to 
total 

population 

Percentage of agricultural 
labour in rural population 

Total 

With 

land 

Without 

land 

All iNDIAt 


312 

88.7 

30.4 

15.2 

15.2 

North India .. 


557 

86.3 

14.3 

5.7 

8.6 

Uttar Pradesh 


557 

86.3 

14.3 

5.7 

8.6 

East India 


344 

90.0 

32.7 

19.0 

13.7 

Assam 


106 

95.0 

10.7 

6.7 

4.0 

Bihar 


572 

93.1 

39.9 

25.6 

14.3 

Orissa 


244 

95.9 

43.0 

23.8 

19.2 

West Bengal 


806 

75.0 

23.8 

10.5 

13.3 

South India .. 


450 

80.0 

50.1 

27.3 

22.8 

Madras 


446 

80.0 

53.0 

28.3 

24.7 

Mysore 


308 

76.0 

42.0 

27.4 

14.6 

T ra vancore-Cochin 


1015 

84.0 

39.5 

20.8 

18.7 

West India .. 


272 

65.0 

20.4 

8.8 

11.6 

Bombay 


323 

69.0 

20.4 

9.6 

10.8 

Saurasthra 


193 

66.3 

20.0 

2.2 

17,8 

Central India 


181 

80.0 

36.7 

14.6 

22.1 

Madhya Pradesh 


163 

86.5 

40.1 

14.9 

25.2 

Madhya Bharat 


171 

81,9 

19.9 

7.5 

12.4 

Hyderabad 


227 

81.0 

42.1 

19.5 

22.6 

North-West India 


123 

80.0 

9.0 

2.7 

7.1 

Rajasthan 


117 

83.0 

9.3 

3.7 

5.6 

Punjab 


338 

81.0 

10.1 

1.6 

8.5 

PEPSU 


347 

81.0 

13.2 

0.6 

12,6 

Jammu and Kashmir 


522 

89.0 

3.4 

2.7 

0.7 


tlnduding Jammu and Kashmir. 

Source: Agricultural Labour Enquiiy Report, 1950-51, 
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Table 4.13 

Highlights of Indian Co-operative Movement 


1949-50 1954-55 


Total number of co-operative societies 

1,73,094 

2,19,288 

Membership of primary societies 

1,25,61.016 

1,60,20,681 

Working capital of all types of societies (Rs.) 

2,33,10,28,870 

3,90,51,65,958 

Loans advanced by primary societies (Rs.) 

70,56,08,272 

1,11,15,17,465 

Profits earned by all types of societies (Rs.) 

4,04,54,307 

2,71,51,945 

State Banks 

Number 

14 

24 

Membership 

18,618 

36.294 

Loans advanced (Rs.l 

29,57,73,390 

50.23,82.415 

Working capital (Rs.) 

30,45,42,441 

47,62,52,927 

Central Banks and Banking Unions 

Number 

498 

485 

Membership 

1,89,722 

2,72,000 

Loans advanced (Rs.) 

75,43,47,929 

69,16,78,034 

Working capital (Rs.) 

49,87,34,416 

73,69,36,841 

Primary Agricultural Credit Societies 

Number 

1,16,534 

1,43,320 

Membership 

48,17,545 

65,65,416 

Loans advanced (Rs.) 

17,98,68,995 

35,47,61,027 

Working capital (Rs.) 

35,21,75,427 

62,92,69,722 

Primary Non-Agricultural Credit Societies 

Number 

7,534 

9,348 

Membership 

20,65,990 

28,47.944 

Loans advanced (Rs.) 

38,71,57,342 

62,11,86,521 

Working capital (Rs.) 

51,60,24,194 

78,31,66,346 

State Non-Credit Societies 

Number 

22 

60 

Membership 

9,364 

15,909 

Value of goods received (Rs.) 

8,26,62,628 

7,44,33,830 

Value of goods sold (Rs.) 

11.51,48,865 

7,66,55.337 

Working capital (Rs.) 

2,09,56,530 

8,91,08,880 

Central Non-Credit Societies 

Number 

2,091 

2,599 

Membership 

13,37.738 

18,11,782 

Value of goods received (Rs.) .. 

44,92,81,935 

48,97,92,006 

Value of goods sold (Rs.) 

53,34,55,767 

50,44,66,270 

Working capital (Rs.) 

11,27,68,745 

17,55,24,196 
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T ABLE 4.13— {contd.) 

Highlights of Indian Co-operative Movement—Continued 



1949-50 

1954-55 

Primary Agricultural Non-Credit Societies 



Number 

Membership 

Value of goods received (Rs.) 

Value of goods sold (Rs.) 

Working capital (Rs.) 

25,860 

29,41,157 

46,80,65,548 

48,60,64,453 

13,14,48,329 

30,197 

24,94,508 

25,85,45.397 

27,04.42,281 

20,72,14,271 

Primary Non-Agricultural Non-Credit Societies 



Number 

Membership 

Value of goods received (Rs.) .. 

Value of goods sold (Rs.) 

Working capital (Rs.) 

19,739 

25,49.494 

71,91.20,296 

76,57,41,180 

26,70,75,761 

24,266 

31,50,377 

29,33,25,549 

31,65.54.593 

52,54,54,634 

Central Land Mortgage Banks 



Number 

Membership 

Loans advanced (Rs.) 

Working capital (Rs.) 

5 

8,871 

1,01.08,270 

6,86,93,711 

9 

65,893 

2.43,48.576 

15,78,81,687 

Primary Land Mortgage Banks 



Number 

Membership 

Loans advanced (Rs.) 

Working capital (Rs.) 

283 

1,86,330 

1,01,10,789 

5,86,09,316 

292 

2,90,931 

1,44,78,973 

10,41,97,422 


Sources: (i) Indian Co-operative Union and 

(j 7) Agricultural Credit Department, Reserve Bank of India. 


Table 4.14 

Profits Earned by Co-operative Societies 


Type of Society 

1951-52 

1956-57 

State and Central banks 

{In lakhs of rupees) 
81.60 155.26 

State and Central non-credit societies 

126.38 

150.33 

Primary agricultural credit societies 

91.67 

189.80 

Grain banks 

15.13 

15.61 

Primary agricultural non-credit societies 

39.54 

74.98 

Primary non-agricultural credit societies 

112.89 

188.27 

Primary non-agricultural non-credit societies 

55.89 

65.85 

Land mortgage banks 

6.86 

18.28 

Total 

529,96 

858.38 


Source: Agricultural Credit Department, Reserve Bank of India. 


o:iE—16 


















PART V 

Industry and Labour 

INDUSTRIAL MANAGEMENT 
Chapter 17 With Special Reference to the 
Managing Agency System 

Since independence, government is making a remarkable effort 
for the upliftment and industrialization of the Indian underdeveloped 
economy. With the aim at accelerated tempo of industrial development, 
the problem of industrial management has assumed added sighihcance. 
The Managing Agency system of management has come under a series 
of regulation and control .since the enforcement of the Indian Companies 
Act (of 1956) on 1st April, 1956. The main provisions of this new Act 
are based on a moral urge for ensuring honesty of management in the 
industrial enteiprises lying in the private sector. 

Functions of Managing Agents 

The Managing Agency is a partnership firm or a private limited 
company controlling a vast agglomeration of miscellaneous and unre¬ 
lated enterprises—mines, plantations, mills, public utilities, banks, ship¬ 
ping interest, exclusive sales agencies and investment trusts. Managing 
Agents play the role of promoters, financiers and managers. Due to the 
absence of issue-houses of the Western type, the Managing Agents used 
to promote new business by floating shares of new concerns and holding 
such shares temporarily, giving an opportunity to the new concerns to 
consolidate their position during the initial difficult period. 

In the pre-independence period, industrial finance corporations 
were conspicuous by their absence. The Indian commercial banks fol¬ 
lowed the practice of the Imperial Bank and required two signatures 
(one of the Company concerned and the other of the Managing Agent 
as an additional safeguard) from an industrial concern requiring a loan. 
Under such circumstances, the Managing Agents played a distinct role 
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as financiers. The Managing Agents were also entrusted with the manage¬ 
ment of the companies under their control. With an eye on maximum 
extraction of profit, they were not so much concerned with the improve¬ 
ment of the quality of the products produced. 

Abuses of the System 

Abuses crept into the system from all possible directions which 
seriously handicapped industrial management in the private sector. 
Firstly, managerial function coupled with financial control produced a 
terrible concentration of economic power in the hands of the Managing 
Agents with the result that the companies under their control suffered 
from an inefficient and oppressive management. Secondly, interlocking 
of funds was a necessary offshoot of Managing Agent’s financial control 
over strong and weak firms. Transference of money from the financi¬ 
ally strong firms to the weaker ones, was a highly dangerous procedure. 
With the financial collapse of the weaker firms, the stronger ones, which 
had been induced by a common Managing Agent to advance funds, 
received a rude shock. Thirdly, the Managing Agency system served 
both as an expression and partial cause of the lack of drive towards 
greater efficiency and rationalisation of Indian industry. Lastly, Mana¬ 
ging Agents, after supplying the industry with capital, were bent on 
exacting a high price in the form of various charges and commissions 
which had to he paid whether the operating company made profit or not. 

Reform of the System Prior to 1956 Company Law 

(a) Amendment of the Companies Act in 1936: The Indian 
Companies Act of 1913 was amended for imposing the following res¬ 
trictions on the Managing Agency System:— 

(i) No Managing Agent could hold office for more than 20 years 
at a time. The term of office could however be renewed in special cases. 

(ii) The Managing Agent could not nominate more than l/3rd of 
the total number of Directors of the Company under its control. 

(iii) Funds of one company could not be utilized for the devdop- 
ment of another company under the same Managing Agent 

(iv) Extra remuneration or commission could be given to the Manag¬ 
ing Agent only when proper sanctions were available from the Directors 
of the Company concerned. 

These restrictions of the 1936 Amendment Act were never rigor¬ 
ously enforced by the British rulers who were always anxious to safe¬ 
guard the interest of the British Managing Agents. Therefore, after 
independence, there was an insistent demand from many quarters for 
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the elimination of the system. But the Managing Agents argued that 
any serious attempt to purge the system would produce disastrous effects 
on capital formation and industrial production in the private sector. 

{b) Bhaba Committee and the Amendment Act (1951): Realis¬ 
ing the urgent necessity for bringing about a comprehensive reform of 
the Managing Agency System, the Government of India appointed in 
1950, 'he Bhaba Company Law Committee for recommending suitable 
changes of the old Company Law so as to remove abuses and malprac¬ 
tices, associated with the Managing Agency System. The Bhaba Commit¬ 
tee Report was published in March 1952. In the meantime, the Amend¬ 
ment Act of 1951 was passed which substantially checked the cornering 
of Company shares by anti-social elements (who usually acted as agents 
of the Managing Agents). The Amendment of the Companies Act (1951) 
laid down that all changes in Managing Agencies, including their first 
appointment and subsequent extensions, could take place only after 
approval was obtained from the Central government. An Advisory 
Commission on Company Law was also appointed in 1951 with Mr. 
Bhaba as the Chairman for assisting the Central government to exercise 
the necessary control over the Managing Agents. 

The Indian Companies Bill, drafted on the basis of recommenda¬ 
tions of the Bhaba Company Law Committee, was introduced in Par¬ 
liament by the Finance Minister in September, 1953. In early 1956, 
this Bill was finally passed and is known as the Indian Companies Act 
of 1956. It came into force on 1st April, 1956. 

H^ilights of the 1956 Company Law and the 
Managing Agency System 

The 1956 Act has introduced many new provisions, the general 
observance of which will reduce sharp practices and nepotism, ensure 
honesty of management and increase efficiency and credit-worthiness 
of the companies. The new Act gives powers to the government to take 
a firm decision on the question of discontinuation of Managing Agencies 
after the year 1960. The most important provisions of the Act for the 
reform of the Managing Agency System are given below: 

(i) The Question of Discontinuance of the System: The Central 
government has been empowered to declare that all companies in certain 
classes or types of industry or business shall cease to be managed by 
the Managing Agents at the end of 3 years from a specified date or 15th 
August, 1960, whichever is later. However, the government before 
exercising the power will have to appoint a Committee to go into the 
question and advise them on the same. A new administrative unit in 
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the Central government has been created. This unit, known as the Com¬ 
pany Law Administration Department, has a secretary, joint secretaries, 
and under-secretaries for looking into the various aspects of the Act. 
An Advisory Commission has also been created under the Act to advise 
the government on matters relating to present restrictions and future 
discontinuation of the Managing Agency system. 

(ii) Appointment: The appointment or reappointment of Manag¬ 
ing Agents by a Company must be approved first by the Company itself 
at a general meeting and then by the Central Government. Managing 
Agents cannot be appointed for the first time for a period of more than 
15 years and in cases of reappointment the period should not be more 
than 10 years at a time. 

(iii) Conditions of Appointment; No person can, at the same 
time, hold office as Managing Agent in more than 10 companies. But 
in regard to this provision, the existing Managing Agents would be 
allowed time upto 15th August, 1960 to adjust their affairs. The term 
of office of every Managing Agent will terminate on 15th August, 1960, 
unless he is reappointed for a fresh term before that date in accordance 
with the provisions of the 1956 Act. 

(iv) Removal of Agents: Insolvent and convicted Agents shall 
not be allowed to continue in office. In cases of fraud or breach of trust 
or of gross negligence and mismanagement, a Managing Agent may 
be removed from his office by a resolution of the managed company. 

(v) Remuneration of Agents: The Managed Companies are not 
allowed to have both Managing Agents and Secretaries and Treasurers 
at the same time. Managing Agents are allowed to receive by way of 
remuneration upto 10 per cent of net profits. Secretaries and Treasur¬ 
ers can receive only upto TI 2 per cent while the Manager can receive 
only upto 5 per cent of the net profits. Any sum in excess of 10 per cent 
of the annual net profits of the managed company is considered to be 
additional remuneration. Such additional remuneration can be paid 
to the Managing Agent if a sanction to this effect can be obtained from 
the managed company by means of a special resolution and also if the 
Central government has no objection. 

(vi) Restrictions on the Powers of the Managing Agents 
FOR Preventing Sharp Practices: The Managing Agent of a com¬ 
pany is to exercise his power subject to the superintendence, control 
and direction of its Board of Directors. The Managing Agent will also 
have to abide by the provisions of the 1956 Act. Restrictions have also 
been placed on (a) the grant of inter-company loans imder the manage¬ 
ment of the same Agency firm; (h) purcb^e by the company of shares 
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etc. of Other companies in the same group and (c) engagement by a 
Managing Agent in business competing with the business of the managed 
company. 

These restrictions were already in existence in the Amendment 
Act of 1936 but were never seriously enforced. The Act of 1956 con¬ 
templates to tighten up these restrictive provisions. In fact, the 1956 
Act declares that severe penalties would be imposed on Managing 
Agents violating these restrictive provisions. Under the 1956 Act, res¬ 
trictions are also imposed on the right of the Managing Agents to appoint 
Directors. In those cases where the number of Directors exceeds five, 
the Managing Agent is allowed to appoint not more than two directors 
and in other cases where the total number of Directors is less than five, 
only one. 

An Appraisal of the Reforms Introduced by the 1956 Act 

The cure introduced by the new Act is certainly not perfect but 
it is commendable. It makes a sincere effort to remove oppressive and 
inefficient management and endeavours, with the help of State regula¬ 
tion, to strike a decisive blow on the concentration of power in the 
field of privately managed industries. Under the 1956 Act, the Central 
Government’s Department of Company Law Administration has been 
entrusted with wide powers for the control and regulation of the Man¬ 
aging Agency system. If the Company Law Administration Department 
is able to introduce wise and discerning regulations then, it is certain 
that our private enterprise system would be transformed into a power¬ 
ful vehicle of social progress. The tasks confronting the Company Law 
Administration Department and the Advisory Commission are both 
challenging and delicate. Not only the fate of the Managing Agency 
system but also the future of the Indian private enterprise system depend 
on the performances of the Administration Department and the Com¬ 
mission. We make below a few brief observations on the 1956 Act:— 

(i) The redeeming feature of the new Act is that for the first time 
a well-concerted attempt is being made for eliminating the series of 
sharp practices which in the past slurred the rq>utation of many Man¬ 
aging Agents. Shorn off fraudulent preferences, nepotism and other un¬ 
holy practices the Managing Agents will get a chance to introduce honesty 
and openness in the management which will enhance the moral level 
of company promotion in India. 

(ii) The provision of Secretaries and Treasurers in the Act would 
mean that, if the Managing Agency system is abolished after 15th August, 
1960, the old Managing Agents would assume the new name of Secre- 



INDUSTRIAL MANAGEMENT 


247 


taries and Treasurers and would continue to exercise the same control 
over the previously managed companies. We feel that on the future of 
the managing agency system, the government should formulate a defi¬ 
nite policy so that by August 15, 1960, action can be taken under section 
324 of the Act and the present state of suspense removed. 

(iii) The next question is; whether the restricted provisions of 
the new Act would inhibit the flow of enterprise into the private sector? 
The maximum limit of profit put at 10 per cent coupled with excessive 
tax burden would make it extremely difficult for the smaller Manag¬ 
ing Agents to expand old business or to promote new ones. The bigger 
Agents, specially those favoured by the government, may be allowed 
by Company Law Administration Department to earn additional remu¬ 
neration. Thus, these bigger Agents are likely to reach new heights of 
prosperity which would enhance the degree of monopoly and concentra¬ 
tion of power. 

(iv) Lord Keynes speaking on “end of laissez-faire” in Berlin 
32 years ago, said that “the important thing for the government is 
not to do things which individuals are doing already and to do them 
a little better or a little worse; but to do those things which are not 
done at all”. Fortified by the above statement of Keynes, some of the 
Managing Agents in India may plea for the scrapping of the restric¬ 
tive provisions of the Companies Act. This would be ridiculous. When 
Keynes spoke he was thinking in terms of mature Western capitalistic 
countries like Britain or Germany where Managing Agents did not 
exist and where the private industrialists usually did not resort to such 
sharp practices as are found amongst the Managing Agents in India. 
Moreover, Keynes was speaking in the context of a free enterprise sys¬ 
tem where centralised economic planning was conspicuous by its absence. 
In India of today the situation is entirely different. Developmental 
planning has been initiated by the State for the general upliftment of 
the economy. This process of developmental planning under a democratic 
set up will succeed if both the private and the public sectors deliver the 
goods honestly and efficiently. 

Companies Amoidment Ml (19S9) and die Fntare 
the Managing Agamy 

The Companies Act, 1956 has been the subject of criticism by com¬ 
pany management, shareholders, accountants and lawyers from its very 
inception. Therefore the Government of India, only about a year after 
its application, appointed a Committee under the Chairmanship of Sri 
A. V. Vishwanath Shastri to go into it and recommend such amend- 
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ments that were necessary for removing practical difficulties, drafting 
defects and a number of obscurities. On the basis of the recommendations 
made by the Shastri Committee, the Companies {Amendment) Bill of 1959 
has been drafted and is being now (June, 1959) considered by a Select 
Gjmmittee of the Parliament. 

The amendments included in the Bill fall into three categories: 
(a) amendments considered necessary to overcome practical difficulties 
experienced in the working of the Act; (b) amendments designed to 
remove drafting defects and obscurities; and (c) amendments consi¬ 
dered necessary to ensure better fulfilment of the purposes of the Act 
and to remove lacunae in the existing provisions. 

Let us analyse in detail the provisions in the Bill relating to the Man¬ 
aging Agencies (i) One of the malpractices revealed so far has been that 
after the 1956 Act prohibited Managing Agents from becoming buying 
or selling agents of the companies managed by them, some Managing 
Agents resigned, became managing directors of the same companies, 
and renewed buying and selling agencies in their own favour. To pre¬ 
vent this, the Bill will provide that the Government can notify industries 
or commodities in regard to which buying and selling agents will be appointed 
only with the Government's approval except under certain specified circums¬ 
tances. (ii) Provisions will also he made in the Bill to prevent cornering of shares 
and use of company fund for inter-company investments or loans. It 
is expected that these new provisions will be able to check the “growing 
evil” of interlocking which results in concentration of wealth and econo¬ 
mic power. It should be noted here that under the amended provision, 
the Government will have power to restrict the voting rights relating 
to any transfer of shares, should it consider such a step necessary in the 
public interest, (iii) Yet another provision in connection with the Manag¬ 
ing Agencies will aim at a stricter definition of "remuneration" of Managing 
Agents so as to include free house, free transport, free education of chil¬ 
dren and free passages abroad. Moreover, the Managing Agents are to be 
precluded from charging any commission from the company imder 
their management on sales made to it by other companies \mder their 
Managing Agency. 

No one would deny some abuses in some sections of the wide-ranging 
field of Managing Agency but that does not mean that the system is so 
defective that severe legislation should be passed within a year or so 
for its final abolition. If it “behaves well” and shows a good amount 
of resiliency, foresight and breadth of outlook, a few curbs on the sharp 
practices will be enough to regulate and readjust the system. It also 
appears that the Government is not particularly anxious to abolish 
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the entire managing agency system after August 15, 1960. While pilot¬ 
ing the Companies Amendment Bill (1959), the Minister for Commerce 
and Industry recently (May, 1959) declared that the renewal of any manag¬ 
ing agency after August 15, 1960. would be subject to the condition that 
the Government would have the right to revise its decision at any time. By 
now it is pretty clear that for the successful execution of the investment 
programmes included in our Five Year Plans, the Government eagerly 
seeks the co-operation of both the private and the public sectors. Ours 
is a mixed economy, based on “partnership capitalism,” but surrounded 
by a camouflaging halo of socialistic pattern of society. Under such 
a set up, developmental planning can succeed if both the private and 
the public sectors perform their duties in an honest and efficient manner. 
This is why reorganisation and reorientation of industrial management 
are necessary in the private sector as also efficient conduct of State 
enterprises. 

Management of Public Enterprises— 
the Question of Autonomy 

With socialistic pattern of society as its objective, the sphere of 
responsibility of the State has extended to a wider field of economic 
activities during the Second Plan period. The State enterprises are play¬ 
ing a distinct role in the fields of transport, trade and industry. This 
has given rise to important problems of organization and management 
in the public sector. It should be remembered that the main aim of public 
investment is efficient production, i.e., production of the right type 
of goods and services at the least possible cost. This aim can be fulfilled 
if organization and management of public enterprises are spotless. 

The recent controversy over the management of the Life Insurance 
Corporation has placed the question of the autonomy of public cor¬ 
porations on the foreground of discussion. The 1958 Seminar Report, 
published by the Indian Institute of Public Adminstration, reveals that 
almost all the participants agreed that accountability to Parliament 
by autonomous corporations and companies in the public sector is 
not only desirable but more or less imperative. The main argument 
advanced in this connection is that in relation to public undertakings. 
Parliament represents the shareholders— i.e., the taxpayers—and should 
therefore fimction as a body of shareholders exercising control over 
a company. We are also of the opinion that autonomy cannot be abso¬ 
lute and must be accompanied by accountability to Parliament no matter 
whether a public undertaking is run as a corporation, company or part 
of a government department. We feel that Parliament should exercise 
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control through a Standing Committee on the model of the Public 
Accoimts Committee and secure the assistance of available experts. 
Public enterprises should be also subjected to an efficiency audit conducted 
by an organization created solely for the purpose. It should be noted 
that a periodic efficiency audit cum investigation cannot prevent a speci¬ 
fic error but it can certainly ensure that the error is not repeated and 
that those responsible for it are reprimanded. We think that the argu¬ 
ment, that the money of the tax-payer is entrusted to a public corpora¬ 
tion and therefore every precaution must be taken by Parliament to 
prevent its misuse, is specially applicable to public corporations in India 
because they mainly depend upon investments out of public finances. 

On “autonomy” it would, however, appear that Dr. Paul H. Appleby 
has said very nearly the last word, to the extent that generalisation on 
this subject are of any value. “It should go without saying,” he writes 
in a Report “On the Administration of Government’s Industrial and 
Commercial Enterprises” (which was submitted to the Cabinet Secre¬ 
tariat, Government of India in 1956), “that true autonomy is out of 
the question, and not seriously proposed by any informed person. In 
democratic government, government can always and should always 
be able to intervene in any matter really important to the government. 
Advocacy of autonomy simply highlights the need to educate responsible 
top organs of government in the ordinances of self-denial which would 
restrict their intervention to really important concerns”. From all this, 
it would seem that restricted autonomy is desirable in the initial stages 
when the chances of misuse of power are greater but, if ultimately, the 
whole atmosphere radically improves the question should be considered 
afresh. 

Observations by Experts on Management and 
Organization of Public Enterprises 

(fl) Gorwala’s Recommendations (1951):—The Planning Com¬ 
mission appointed Mr. A. D. Gorwala in 1951 to recommend measures 
for the efficient administration of public enterprises. The Gorwala Report 
makes the following important observations;— 

(i) Autonomous authority is the best solution for most of the govern¬ 
mental industrial undertakings. In a few exceptional cases, management 
should be entrusted to either private agency on a contractual basis or 
to the ordinary governmental machinery on a departmental basis. In 
an autonomous authority there should be “a combination of public 
ownership, public accountability and efficient management for public 
aims.” 
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(ii) Parliament should have an opportunity for discussing all as¬ 
pects of the working of the autonomous autliority when a budget grant 
is made. The yearly report and the accounts should also be submitted 
to Parliament for discussion. However, day to day management must 
be left outside the scope of the Parliament. 

(iii) Minister-in-Charge should appoint the Chairman and mem¬ 
bers of the Autonomous Board but if autonomy is to be properly pre¬ 
served, the Minister’s powers for subsequent control and regulation 
should be strictly limited. But the Minister should always have the 
power to give directions of a general character in regard to matters 
affecting national interest. Minister s sanction should be obtained for 
all new capital outlay for expansion even if the funds are provided from 
reserves built up by the authority itself. 

(iv) Public Corporation is essential where the undertaking is dis¬ 
charging duties connected with an extension of the functions of govern¬ 
ment e.g. irrigation and hydro-electric projects in a river-valley scheme 
or information and broadcasting service or state transport. The Joint 
Stock Company form should be made use of when a public enterprise 
is set up mainly for manufacture and sale. 

(v) The Governing Board or the Board of Directors of the 
public enterprise should not include M.P.s or Ministers as members. 
Composition of the Board should be such that proper and efficient direc¬ 
tion in the public interest is possible. 

(vi) There can be two types of Boards of Direction: {a) the Policy 
Board and {b) the Functional Board. The Policy Board is likely to be 
more effective in the case of both Joint Stock Company type and the 
Public Corporation type of state undertakings. 

(vii) Special measmes are necessary for protecting consumers’ 
interest. Consumers’ Councils, providing a forum for the expression 
of consumers’ grievances, is the best solution. In addition to Consumers’ 
Councils, Price Tribunals may also be set up. Such Tribunals would 
offer valuable protection against undue charges, inferior quality and 
fraudulent preferences. 

{b) Views of Prof. Galbraith: It is interesting to compare Mr. 
Gorwala’s observations with those of Prof. J. K. Galbraith (the distin¬ 
guished American consultant who was in India in 1956) regarding the 
question of autonomy of state enterprises. While Gorwala had advocated 
restricted autonomy of state enterprises under parliamentary control^ 
Galbraith pushed the case for autonomy to the extreme and was against 
parliamentary control altogether. Prof. Galbraith observed, “The tradi¬ 
tion of close Treasury control over public finances casts its shadow over 
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public undertakings also.Government should seriously con¬ 

sider whether it would not be wise to limit the scope of parliamentary 
questions on details of business practice and decisions taken by public 
enterprises.” 

(c) The 1956 ECAFE Report on “Organisational Pattern for 
Public Enterprises”: The 1956 ECAFE Report on public enterprises 
throws light on the trends and tendencies in the organizational pattern 
of public enterprises recently set up in South East Asian countries. 
The findings of the ECAFE Report show that the two most common 
form of state enterprises are public corporation and mixed ownership 
corporation (in essence a joint stock company). In fact, the ECAFE 
Report provides a strong support to the Gorwala recommendation that 
in India state enterprises should be either of the public corporation 
type or joint stock company type (Le., mixed ownership corporation). 

Our Observations 

(i) We feel that the management of public enterprises would im¬ 
prove if seminars are frequently held where the executives of state enter¬ 
prises and private business units would have a chance to meet and dis¬ 
cuss mutual problems. Such seminars may be arranged from time to 
time by the Planning Commission. 

(ii) As regards ‘autonomy vs parliamentary control’ we cannot 
fully agree with Prof. Galbraith’s suggestion of complete autonomy 
without parliamentary control. We think that Gorwala’s suggestion 
of a limited autonomy with parliamentary supervision is better suited 
to the socialistic pattern of development envisaged in our Five Year 
Plans. We are of the opinion that complete autonomy of “Galbraith” 
type would make managers of state enterprises concentrate more on 
questions of efficiency and productivity and less on consumer welfare 
and public benefit. 

(iii) It is interesting to note here another suggestion of Prof. Gal¬ 
braith. He emphatically pointed out that the Indian government should 
undertake the promotion and management of industrial enterprises 
through multipurpose corporations like the Zaibatsu in Japan and the 
General Motors Corporation in the U.S.A. We certainly realise that 
the setting up of multi-purpose corporations would economise the use 
of managerial talent and technical personnel which would be an advan¬ 
tage in view of current shortage of such skilled persons. We, however, 
feel that neither the Japanese Zaibatsu type or the American G.M. 
type would serve our purpose. Instead of multi-purpose corporations 
we should set up “allied purpose corporations”. Each “allied purpose 
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corporation” should contain a number of medium-sized units whose 
activities are to be co-ordinated by a general supervisory and integrat¬ 
ing board. The price and output policies of various units within the 
corporation should be compared and the most efficient unit, producing 
best quality product at minimum price, should be found out and this 
should serve as the optimum unit. The price and production policies 
of the optimum unit should be imitated by the other units. If this be 
done, in tlie long run the ‘‘allied purpose corporation” would be able 
to manage and promote a number of optimum units in the same industry 
which would be a definite achievement in the realm of efficient state 
management and organization of industries in India. 



STATE IN RELATION TO 
Chapter 18 INDUSTRIES AND THE POLICY FOR 
FOREIGN CAPITAL 

There is considerable substance in the argument that, left to itself, 
the private sector is unlikely to invest as large sums in the development 
of basic industries and public utilities as the Government would. Natu¬ 
rally, industrial development in an underdeveloped country has to be 
initiated by the Government. Government should play a dominant 
role in organising and regulating industries. Japan offers a unique ex¬ 
ample of rapid industrialization accomplished by means of a policy of 
State intervention and regulation. In India, unfortunately during the 
British rule, the government did not attempt a general development 
of industries and a systematic and thorough expansion of the organised 
modern industries’ sector. Since independence, the National Government 
has enunciated a comprehensive industrial policy which serves as the 
kingpin of industrial development planning. 

Industrial Policy in Pre-Independent India 

Though in 1916, the Indian Industrial Commission was appointed 
for conducting a comprehensive survey of Indian resources and indus¬ 
trial potentialities, the government made no attempt to formulate a 
positive, well-co-ordinated industrial policy for India. It was during 
the Second World War period that the British government became 
more conscious of the necessity for industrial expansion, research and 
training. Therefore in 1940, the government established the Board of 
Scientific and Industrial Research. During the closing stages of British 
rule in India a Department of Planning and Reconstruction was created 
at the centre and a belated attempt was made to draw up an industriali¬ 
zation programme. In pre-independent India, rapid industrialization 
was out of the question as it would have been detrimental to British 
interests. Moreover rapid growth of industries was almost impossible 
in the absence of an all round process of developmental planning. 

Industrial Policy after Independence 

Industrial Policy of 1948: Within less than one year after inde- 

754 
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pendence, the National Government on April 6, 1948, announced a com¬ 
prehensive industrial policy which attempted to demarcate definite spheres 
for government undertakings and private-owned industries and also indi¬ 
cated the broad lines of state regulation and control of industries. We 
give below the main features of 1948 industrial policy:— 

(i) Industries are broadly divided into four categories:— 

(a) Defence and strategic industries including manufacture of arms 
and ammunitions, the production and control of atomic energy, and 
the ownership and management of railway transport are to be exclusive 
monopoly of the state, (b) Basic and key industries including iron and 
steel, coal, air-craft manufacture and ship-building are to be in the 
government-control sphere. All new undertakings of basic and key indus¬ 
tries are to be owned and operated by the government and the existing 
ones will continue to be under private enterprise for a period of ten 
years after which the question of nationalisation will be decided, (c) 
Twenty other important industries including heavy chemicals, sugar, 
cotton and woollen textiles, cement, paper, salt, machine tools are 
to be run by private enterprise but controlled and regulated by the state. 
For this group there is no threat of nationalisation, (r/) The residual 
industries are to be run by private enterprise and are to be under the 
general control of the state, 

(ii) Cottage and small industries are to play a distinct role in the 
national economy. They are to be developed on co-operative lines as 
far as possible and are to be co-ordinated and integrated with large- 
scale industries. 

(iii) Better industrial relations accelerate industrial production. 
Therefore the government is to assure labour a share of profits and also 
associate it with all matters relating to industrial production. Direct 
and indirect government assistance are to be given to schemes for the 
improvement of industrial housing. The management is also to be assured 
fair remuneration for capital investment. 

An Appraisal of 1948 Policy 

The 1948 Policy was formulated in an atmosphere of piecemeal 
economic planning, dominated by an intense urge for quick nationali¬ 
sation of private industrial enterprises. Premature economic reasoning 
instigated the government to put up the threat of nationalisation in the 
sphere of basic and key industries. This threat of “nationalisation after 
ten years” unnerved the private entrepreneurs, retarded capital forma¬ 
tion in the private sector and postponed expansion and replacement 
of plants and equipments in the sphere of basic and key industries. 
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In fact, the government, within two years of the announcement of its 
industrial policy, had to state categorically that even after ten years 
it may not be possible to. nationalise all the existing units of basic and 
key industries. 

The main shortcoming of the 1948 industrial policy arose not so 
much from inherent defects in the policy statement as from the lack 
of integration between the policy and the general procedure of deve¬ 
lopmental planning. When the industrial policy was formulated the 
National Government was almost undecided about the nature, magni¬ 
tude and the procedure of developmental planning to be initiated in 
India. As a result of this, the 1948 industrial policy served as a broad 
indicator of government's attitude toward the industries but could not 
enunciate, in a concrete and effective manner, government's industriali¬ 
zation programme in relation to economic development. 

However, the main merit of the 1948 policy lies in its sincere en¬ 
deavour to prepare the ground for a mixed or controlled economy in 
which both private and state enterprises are assigned distinct spheres 
of action. This mixed economy idea forms the basis on which indus¬ 
trial programmes of our Five Year Plans have been formulated. 

The First Five Year Plan and the Industries 
(Development and Regulation) Act of 1951 

As we have already seen the First Plan accorded the highest priority 
to agriculture and irrigation. But that does not mean that industries 
were altogether neglected. The First Plan envisaged an expenditure 
of Rs. 179 crores for industry and mining, out of which about Rs. 100 
crores were actually spent. During the First Plan period govenunent's 
industrial policy was co-ordinated with the industrial targets envisaged 
in the development plans. 

For a well-regulated and desirable expansion of private industries 
in course of developmental planning, the Industries {Development and 
Regulation) Act was passed in 1951. This Act was enforced on 8th May, 
1952. The Act was amended in May, 1953 for expanding its scope so 
that from October 1, 1953, 45 industries were included within its pur¬ 
view. Main provisions of the Industries (Development and Regulation) 
Act of 1951 are given below:-^ 

(«) It provides wide powers to the government for effective con¬ 
trol and regulation of private enterprises. Government is empowered 
to make periodical investigations into the working of industrial imder- 
takings. In case of unsatisfactory working, the government can t^ke 
over the management of an industrial unit. 



INDUSTRIES. STATE AND FOREIGN CAPITAL 


257 


(h) The existing industrial enterprises are to be registered and 
new ones can be started provided they get license from government. 
This system of granting licenses would enable the government to impose 
conditions regarding location, minimum size, etc. and would be condu¬ 
cive to planned development of industrial enterprises in the private sector. 

(c ) The Central Advisory Council for industries is to be appointed 
for considering general problems of industries and also specific prob¬ 
lems of registration and licensing. A Licensing Committee for grant¬ 
ing new licenses is also to be appointed. For each important group of 
industry, a Development Council is to be formed. The Development 
Council will consist of representatives of employers, employees and 
also technical experts. These Development Councils would suggest 
improvements in respect of productivity, quality of service and man¬ 
agement and would indirectly work for the implementation of the targets 
laid down in the Five Year Plans for industries in the private sector. 

An Appraisal of the Act of 1951 

Since 1952, the Central Advisory Council for Industries, the Licen¬ 
sing Committee and several Development Councils are working. The 
Central Advisory Council has met periodically and considered measures 
for accelerating the process of industrialization in India. We, however, 
think that if, instead of an Advisory Council, a Board for the Control 
of Industries, resembling the Board of Trade in U.K. was established, 
better results would have been obtained and industrial growth in the 
private sector would have been speeded up. 

Nepotism and red-tapism have crept into the Licensing Committee 
since its establishment. The Central Advisory Council should appoint 
special officers or a special committee for investigating the working of 
the Licensing Committee. When reviewing the progress of registration 
and licensing, the Central Advisory Council should examine in detail 
the specific reasons put forward by the Licensing Committee in refusing 
licenses to new concerns. 

The work of the Development Councils has proceeded smoothly 
and they have provided a good deal of assistance both in the field of 
production and management. We are of the opinion that these Develop- 
merit Councils should serve as the main pillars for industrial planning 
from below just as the Village Production Councils act as the baselayers 
of the agricultural plan. 

Second Five Year Plan and the Industrial Policy of 1956 

The adoption of socialistic pattern of society as the national objec- 

/-- • IP 17 
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live and the programme of rapid industrialization, contemplated in the 
Second Five Year Plan, necessitated a clear and positive formulation 
of industrial policy in relation to planned economic development. The 
Second Five Year Plan, bent on developing heavy industries, envisaged 
Rs. 890 crores for industrial development and mining. In the context 
of this bold industrial programme there was an urgent necessity of 
reformulation and reorientation of the 1948 Industrial Policy Resolution. 
Therefore almost simultaneously with the launching of the Second 
Five Year Plan, Government of India’s new Industrial Policy was an¬ 
nounced. The following are the main features of the new Industrial Policy 
announced on 30th Aprils 1956 :— 

(a) Instead of division into four categories as in the 1948 Indus¬ 
trial Policy Resolution, industries are now divided into three broad cate-- 
gories :— 

(i) firstly, we have industries whose future development will be the 
exclusive responsibility of the state. In this category are included 17 
major industries such as, arms and ammunitions, atomic energy, iron 
and steel, heavy machinery, coal, mineral oils, aircraft manufacture, 
air and railway transport, ship-building, telephone, telegram and gene¬ 
ration and distribution of electricity. In fact, the first category of indus¬ 
tries mentioned in the new Industrial Policy merges the strategic indus¬ 
tries’ list and the basic industries’ list of the 1948 Industrial Policy Reso¬ 
lution. This amalgamation of basic and strategic industries was neces¬ 
sary because in the Second and subsequent Plan periods, the state would 
assume direct responsibility for the future development of industries 
over a wider area. In contrast to the 1948 policy, the Industrial Policy 
Resolution of 1956, contains no threat of nationalisation to the exist¬ 
ing units included in the first category and operating in the private 
sector. This would enable the existing privately owned units to expand 
and work jointly with the newly started units of the stale. 

(ii) Secondly, there is a list of 12 industries which will be progress 
sively state owned and in which the state will, therefore, generally take 
the initiative in establishing new undertakings but in which private 
enterprise will also be expected to supplement the efforts of the state. 
Of the 12 industries included in the second category, the most impor¬ 
tant ones are, aluminium, ferro-alloys, machine-tools, anti-biotics, 
fertilizers, synthetic rubber, chemical pulp and road and sea transport. 
The second category of industries distinctly emphasizes the need for 
co-operation between the private and the public sectors. The state will 
increasingly establish new units in the 12 industries included in the 
second category but will also provide private enterprise opportunity for 
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developing in this field either on its own or through state participation. 
Thus the in sphere of second category of industries, the mixed economy 
idea, emphasizing on simultaneous expansion of public and private 
sectors, is firmly established. Most of the industries included in the second 
category are of basic importance to the process of developmental plan¬ 
ning and, therefore, the state has rightly taken the responsibility of 
establishing new units in case the private enterprise, with its profit maxi¬ 
misation motive, is unwilling to take the burden on its shoulder. 

(iii) Thirdly, there is the list of residual industries whose future 
development will be left to the initiative and enterprise of the private 
sector. This third category of industries in 1956 Resolution can be 
compared with the fourth category, consisting of residual industries, 
of the 1948 Resolution. Whereas the 1948 policy indicated only the 
broad lines of state assistance as also control and regulation of residual 
industries, 1956 Industrial Policy Resolution distinctly points out not 
only the lines of state action in the sphere of control and regulation 
but also indicates the arrangements which the state will make for the 
provision of financial and non-financial assistance to residual indastries. 
But in view of the urgency of balanced development and expansion of 
residual industries in relation to planned economic growth, the 1956 
Policy Resolution goes one step ahead of the 1948 Policy Resolution 
and states that even in the sphere of residual industries, the state will 
have the power to start any new undertaking which is necessary in pub¬ 
lic interest and for the successful execution of the Five Year Plans. 
Thus for the third category of residual industries, mutual co-operation 
between the state and the private sector has been generally envisaged. 
The state will adopt appropriate fiscal policies and arrange financial 
assistance for the development of private industry. The private sector 
in its turn must comply with the programmes formulated in the Five 
Year Plans and accept regulations imposed under the Industries (Deve¬ 
lopment and Regulation) Act of 1951. 

(6) The above mentioned division of industries into seperate cate- 
gories does not imply that they are being placed in water-tight compart¬ 
ments. In special cases there will be exceptions to the general principle 
laid down and in the course of developmental planning there may be 
good deal of overlapping and appreciable amount of dovetailing between 
industries in the public and private sectors. This is a distinct advantage 
which 1956 Resolution has over the 1948 Resolution and will be spe- 
■cially condudve to flexible type of developmental planning which may 
be necessary in India in future because of changing events and circum* 
stances. 
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(c) Industrial Policy Resolution of 1956 makes a special reference 
to the role of cottage and small industries in the development of the 
national economy. Their advantages in providing immediate employ¬ 
ment, ensuring a more equitable distribution of national income and 
mobilising unutilized resources of capital and skill, are specially stressed. 
The government, while drafting the 1956 Policy Resolution, not only 
appreciates the role assigned to cottage and small industries in the 
1948 Policy but is bent on taking adequate measures for improving the 
competitive strength of the small producer. The government is also 
determined to co-ordinate the development of small industries with large- 
scale production. This positive policy towards small and cottage indus¬ 
tries is the outcome of the basic strategy of the Second Five Year Plan 
which aims at simultaneous development of heavy industries and cottage 
cum small industries for achieving accelerated economic growth with 
an increased supply of consumer goods. 

{d) The state will endeavour to reduce the disparities in industrial 
development in the different regions of the country and for this purpose 
provide power, water and transport facilities to the industrially back¬ 
ward regions. Industrial facilities will be extended gradually to those 
regions where there is large-scale unemployment. This aspect of the 
1956 Industrial Policy Resolution is a direct concomitant of balanced 
industrial development envisaged in our Five Year Plans. 

(e) The Industrial Policy Resolution of 1956 notes that the pro¬ 
gramme of industrial development will necessitate the organisation of 
suitable technical and managerial cadres, extension of training facilities 
for business management and proper regulations of industrial relations. 
If these problems are not properly tackled, formidable obstacles would 
be created in the way of implementation of the industrial programmes 
of the Five Year Plans. It is, therefore, hoped that the government 
would give serious attention and would take effective steps for solving 
them. In the context of the Second Five Year Plan’s bold industrial 
programme, the problems,, arising from shortages of skilled personnel 
and bitter industrial relations, would assume added significance, There^ 
fore it is expected that the government would take adequate steps for a 
speedy solution of these problems. 

An Appraisal of the New Industrial Policy 

The Industrial Policy of 1956 is an important constituent of the 
general developmental planning programme envisaged in the Second 
Five Year Plan and as such it can only be fully appreciated in relation 
to the process of economic development initiated in India by the Five 
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Year Plans. Developmental planning, in an underdeveloped country 
like India for the achievement of accelerated economic growth, can 
be successful only if government comes to the forefront of action and 
assumes the responsibility of initiating a system of balanced develop¬ 
ment. Acclerated growth requires a continuous increase in the volume 
of new investment so that the rate of capital formation is speeded up 
and there is a steepening of the time-path of new investment. If this 
is to be achieved by means of developmental planning under a demo¬ 
cratic set up, mixed economy, based on the co-operation between the 
private and public sectors, seems to be the only solution. Moreover, 
development in the public sector stimulates activity in the private sector. 
For instance, the steel plants and heavy electric plants in the public 
sector create opportunities for several ancillary industries in the private 
sector to produce components and accessories and use the steel. The 
Industrial Policy Resolution of 1956, therefore, naturally contemplates 
a mixed or controlled economy in which public and private enterprises 
work hand in hand so as to make the development plan a success. The 
redeeming feature of the 1956 Policy is that it brings about an excellent 
synchronisation between government's industrial policy and the industrial 
programmes included in the Second Five Year Plan. 

It should be noted that the Industrial Policy of 1956 is governed 
on the one hand by the objective of the Socialist Pattern of Society, 
which aims at full employment and greater production, and on the other, 
by the Directive Principles of our Constitution which aims at social, 
economic and political justice. Therefore with the announcement of 
the 1956 policy, the industrialists in the private sector raised a strong 
protest on the plea that strengthening of the restrictive powers of govern¬ 
ment and indirect threats of nationalisation would curb incentives and 
retard capital formation in the private sector. The private industrialists 
grew unusually nervous in spite of the fact that the Policy Resolution 
of 1956 did not aim at nationalising the existing units but on the con¬ 
trary devised adequate steps for their growth and development. Although 
the State could enter any sphere, it was recognised that the private sector 
also was an agency for planned development. The Policy of 1956 did 
not come as a bolt from the blue. It was a necessary offshoot of the 
economic philosophy and the policy implication of the ambitious indus¬ 
trial programmes included in the Second Plan. 

The private industrialists should adapt themselves to new circum¬ 
stances, new conditions and to a new environment. In these days of 
controlled capitalism and centralised economic planning, restrictive 
powers of the government are bound to increase. It has already happened 
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in India and this trend is expected to continue in the years to come. 
Therefore, the private enterprise in India should endeavour to appre¬ 
ciate the role assigned to them in the new Industrial Policy and co-operate 
with the govermnent as closely as possible. The govermnent, on the 
other hand, should provide incentive and all possible assistance to the 
private enterprise. It seems that the present performance of private 
enterprise will weigh strongly with the govermnent in their future formu¬ 
lation of industrial policy. But at the same time, government should 
remember that better performance results from better available oppor¬ 
tunities. 

Government’s Fiscal Policy 

Development of industries in an underdeveloped country can be 
imdertaken in the initial stages by means of a suitable fiscal policy or 
protection policy. The object of fiscal policy is to make the foreign- 
produced goods comparatively dearer than the indigenous substitutes 
either by means of a levy of import duties on foreign articles or by sub¬ 
sidising home industries. 

The Old Policy of Discriminating Protection: During the 
British rule, the Indian Fiscal Commission (1921-23) was appointed 
for recommending a suitable fiscal policy for the development of Indian 
industries. This Commission recommended that only deserving indus¬ 
tries should be granted protection. It advocated a policy of discriminat¬ 
ing protection based on a Triple Formula, comprising the following 
conditions: {a) the industry must be one possessing natural advantages 
such as an abundant supply of raw materials, cheap power, a sufficient 
supply of labour and a large home market; {b) the industry must be 
one which without the help of protection would not develop in a manner 
desirable in the interest of the country; (c) the industry must be one 
which will ultimately be able to face foreign competition without pro¬ 
tection. The Triple Formula enunciated rigid conditions which could 
not be fully met by most of the newly started industrial units. 

We are of the opinion that instead of such rigid conditions, the 
ad hoc Tariff Boards, set’ up from time to time, should have been given 
special powers to grant protection to a specific industry in accordance 
with a set of general and flexible rules. The fundamental defect of the 
discriminating fiscal policy, which was initiated by the First fiscal Com¬ 
mission, is to be found in its general nature. The policy was not formulated 
as a necessary instrument for the achievement of the general economic 
development of the country. Instead of possessing a wide perspective, 
it had a narrow outlook and paid particular attention to the problem 
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of protecting a few selected industries from foreign competition. Thus, 
because of the rigid conditions of the Triple Formula and adminis¬ 
trative delays, arising from the ad hoc nature of the Tariff Boards, only 
a few industries including iron and steel, cotton textile, sugar, paper, 
paper-pulp and match obtained protection. But the claims of many 
deserving basic industries were brushed aside by the ad hoc Tariff Boards, 
appointed by the government from time to time. The net result of the 
discriminating protection policy, advocated by the First Fiscal Com¬ 
mission and implemented by the ad hoc Tariff Boards, was a lop-sided 
development of Indian industries. 

The fiscal policy, initiated during British rule, was unable to pro¬ 
duce accelerated and balanced industrial growth. The discriminating 
protection policy benefited mostly consumer goods industry. The deve¬ 
lopment of capital goods industry was almost entirely neglected. Thus 
rapid, broadbased, balanced industrial development was out of the ques¬ 
tion. 

Recommendations of the Second Fiscal Commission (1949) 
and the New Fiscal Policy 

With independence, the National Government realised that before 
industrial development could be initiated in a planned manner it was 
necessary to recast and reshape the discriminating fiscal policy which 
was unsuitable for quick and balanced development of defence and 
key industries. Accordingly under the chairmanship of Shri V. T. 
Krishnamachari, a new Fiscal Commission was appointed in 1949 
which submitted its Report in 1950. The Krishnamachari Fiscal Com¬ 
mission reoriented the Indian Fiscal Policy with a view to facilitating 
all round development of the Indian economy, based on a programme 
of balanced expansion of industries. The following are the main features 
of the New Fiscal Policy:— 

(a) The Second Fiscal Commission took a much wider view of 
the concept of protection. It sufiidently broadened its horizon and 
advocated a policy of “developmental” protection instead of the “safe- 
guarding” type of protection polity of the First Fiscal Commission. 
Krishnamachari Commission emphasized the important role of basic 
and key industries in a programme of general economic development 
and was careful enough to formulate a reoriented fiscal policy, which 
with minor adjustment, could easily fit into the scheme of planned 
economic development. Thus the Second Fiscal Commission’s approach 
to the concept of protection and development of industries was radical 
enough for removing the shortcoming of the policy of the First Fiscal 
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Commission which had caused suflScient harm and produced a lop¬ 
sided industrial development in our country. 

{h) The rigid Triple Formula of the First Commission was criti¬ 
cized by the Krishnamachari Commission which boldly suggested that 
national interest should be the sole criterion for granting protection 
to an industry. The Second Fiscal Commission also specifically laid down 
a set of general principles to be followed by the Tariff Commission:— 

(i) if an industry possesses economic advantages like internal 
market, labour supply etc., protection should not be denied merely on 
the ground that adequate amount of raw materials are not available 
within the country; 

(ii) not only the existing home market but a potential export market 
should also be taken into account; 

(iii) the industry protected is not expected to satisfy the needs of 
the entire domestic market; 

(iv) the case of new industries, requiring heavy capital invest¬ 
ment, should be specially considered and protection should be granted 
wherever possible; 

(v) compensatory protection may be granted to industries using 
the products of protected industries; 

(vi) during the period of protection, industries should not be bur¬ 
dened with excise duties; 

(vii) agricultural products may also be protected, if necessary, 
in national interest but the period of protection should never be for 
more than five years at a time. 

These general principles endeavour to remedy the shortcomings 
of the discriminating Fiscal Policy enunciated during British rule. The 
principles laid down by the Second Fiscal Commission would give 
sufficient powers to the Tariff Board, which should be a permanent 
body, in deciding the claim of each industry for protection in the con¬ 
text of national interest and the requirements of developmental planning. 

(c) Though developmental planning was not started when the 
Krishnamachari Commission was appointed, the recommendations of 
the Commission were made in such a manner that it fulfilled the needs 
of a planned economy. Industries in the planned sector were divided 
into three broad categories:— 

(i) defence and strategic industries were placed in the first category; 
development of these industries was considered to be essential for the 
preservation of newly attained independence, therefore, it was empha¬ 
sized that government should grant protection to these industries irres^ 
pective of costs; 
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(ii) basic and key industries were placed in the second category; 
the Tariff Commission should decide the terms and the extent of pro¬ 
tection for these industries and should also review from time to time 
their progress; no rigid conditions were laid down which would put 
restrictions on the powers of the Tariff Commission for granting pro¬ 
tection to these industries; 

(iii) other industries constituted the third group; for this group 
the Tariff Commission would decide whether protection should be granted 
or not; the decision of the Tariff Commission, however, would be influ¬ 
enced by the economic advantages of the industry, its probable cost 
of production and its necessity from the point of view of national 
interest. 

This division into three categories should be compared with the 
break up of industries into three groups in the Industrial Policy of 
1956. Experiences with industrial planning in course of the First Five 
Year Plan have made the government realise that in spite of protection, 
accelerated growth and expansion on desirable lines may not take place 
in the basic and key industries situated in the private sector. There¬ 
fore in the 1956 Industrial Policy a few important basic industries have 
been lumped together with strategic industries and the State has been 
made solely responsible for their future development. The other two 
categories of industries, comprising of the remaining basic industries 
and the “residual” industries, would be protected, if necessary from 
the point of view of national interest, and would be given all possible 
assistance by the State provided they comply with the restrictions im¬ 
posed on them. 

(d) The Krishnamachari Commission also proposed that a Deve¬ 
lopment Fund should be created with contributions from the customs 
revenue obtained from protective duties. Subsidies could be given from 
this fund to the needy and deserving industries and, under certain cir¬ 
cumstances, subsidies may be preferable to tariff protection. We are 
of the opinion that instead of a general Development Fund, as proposed 
by the Second Fiscal Commission, separate Development Funds for 
each type of industry should be created and tagged to the development 
Council for that industry. This procedure would no doubt put greater 
responribUity and strain on the Development Councils but would be 
immensely helpful for creating a proper atmosphere for the expansion 
and development of private enterprise. 

(e) The Second Fiscal Commission proposed the setting up of 
a permanent Tariff Commission, constituted on a statutory basis, which 
would act as the agency for implementing the new Fiscal Policy. This 
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would be a definite improvement on the system of ad hoc Tariff Boards 
which were set up previously for the implementation of the discriminat¬ 
ing protection policy. An ad hoc Board used to be formed each time 
a particular industry claimed protection and was dissolved after its 
verdict was given. Due to this procedure, the working of protected 
industries could not be periodically reviewed and suitable measures for 
the development of the industry, subsequent to the grant of protection, 
could not be adopted. The Krishnamachari Commission proposed to 
remedy this defect by setting up a permanent body whose duty was not 
only to decide the question of protection but also to conduct systematic 
enquiries into the working of protected industries and to recommend 
variations of protective duties. 

It was also suggested by the Krishnamachari Commission that 
the permanent Tariff Commission should consist of a permanent staff, 
including a technical staff for economic research. The Krishnamachari 
Commission also recommended that the government should take a 
quick decision on the report relating to protection submitted by the 
Tariff Commission—ordinarily the government should not take more 
than two months in arriving at a decision. The Second Fiscal Com¬ 
mission specially stressed the point regarding quick decision because in 
the past unusual delays, made by the government in coming to a decision 
on the report of the Tariff Board, caused considerable hardship to the 
newly started industrial undertakings. 

It is gratifying to note that the government appreciated the new 
angle of vision and the new principles of protection laid down by the 
Krishnamachari Commission and accepted almost all the recommenda¬ 
tions of this Commission. For the implementation of the new Fiscal 
Policy, the government appointed a permanent Tariff Commission on 
21st January, 1952. This Tariff Commission was, given wide powers 
and a review of its working during the last seven years shows that it 
has successfully lived up to its task. 

Some of the important industries granted protection for the first 
time by the Tariff Commission during 1952-59 are: automobiles, dye¬ 
stuffs, caustic soda, bleaching powder, titanium dioxide, ball bearings 
and power transformers. Some of the industries which received an 
extension of protection are: plywood and tea chests, preserved fruits, 
electric brass-lampholders, bicycles, cotton and hair belting, cotton 
textile machineries, oil-pressure lamps, automobile batteries, cocoa 
powder and chocolate, sericulture and plastic buttons. In fact, the working 
of the present Tariff Commission reveals a definite advance upon that 
of the ad hoc Tariff Boards of the past. We sincerely hope that with 
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the experience gained in the last six years, the Indian Tariff Commission 
would continue to tackle our Fiscal Policy in a manner which would 
make it an effective instrument for an accelerated and balanced growth 
of our industries. 

The Sole of Foreign Capital during Developmental 
Planning in India 

During the British rule foreign capital played a dominant role in 
the development of mining, plantation industries, railways, canals, ship¬ 
ping etc. But foreign capital was never invested for economic regenera¬ 
tion of the country, based on a programme of balanced industrializa¬ 
tion, with the result that the Indian economy suffered from a lop-sided 
industrial development which seriously hampered the process of economic 
growth. 

In the post-independence period, in the context of the urgent need 
for initiating a process of rapid economic development, the importance 
of foreign capital for widening the limitations on effort set by the exist¬ 
ing scarcity of domestic resources was appreciated by a large ntunber 
of economists and statesmen of our country. Informed opinion through¬ 
out the country was quick in realising that a given rate of economic 
growth could be achieved with a smaller proportionate sacrifice on the 
part of the people of the country if foreign capital was available in ade¬ 
quate measure. But the official attitude to foreign capital was that it 
should be accepted without political ties and should be utilized in a 
manner that docs not go ageiinst the basic requirements of develop¬ 
mental planning for economic regeneration and upliftment. It should 
also be remembered that our backward economy in the initial stages 
of developmental planning would considerably gain from the right type 
of foreign investment as this would offer competition to indigenous 
enterprises and spur them to higher level of efficiency. Foreign aid, in 
the form of capital equipment and technical personnel, initiates the 
necessary drive towards ecohomic development. Therefore, in an mder- 
developed economy like India with inadequacy of domestic savings, 
foreign resources should supplement domestic resources under a system 
of planned economic development. The policy of the Govenunent of 
India with regard to foreign capital appears to be the product of two 
opposing considerations. Though, in the face of a foreign exchange 
crisis, the need for foreign capital is great, the consciousness of poli¬ 
tical sovereignty newly won is quite strong and it certainly militates 
against excessive concessions. But however strong the desire to impose 
restrictions on foreign capital, the fear that it might be entirely driven 
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out of the country is also there. Therefore it has become necessary for 
our government to carefully enunciate a policy for the employment 
of foreign capital which is neither detrimental to the donor nor to the 
recipient country. 

Pattern of Foreign Investment in India 

At mid-century, with developmental planning in full swing, it ap¬ 
pears that a higher proportion of foreign long-term capital is invested 
in the private sector of the Indian economy than at the beginning of 
the century. On the basis of Howards’ estimate of foreign investment 
in India in 1910 it is probable that about 35 per cent of this went into 
the private sector, while in 1955 (according to the Reserve Bank Sur¬ 
vey of Foreign Assets and Liabilities) the proportion was 72 per cent. 

In analysing foreign business investments, the Reserve Bank has 
made a distinction between direct and portfolio investments, the former 
representing those in which foreign control of the enterprise is implied 
and the latter representing those in which the bulk of the capital is 
raised in the foreign market by selling Indian bonds. The Reserve Bank's 
Survey shows that foreign business investments in India increased by Rs, 
132 crores between June 1948 and December 1953. It is interesting to 
note that over 85 per cent of the increased investment (Rs. 112 crores) 
was accompanied by control, /.e., was direct. Of this amount, Rs. 70 
crores was by branches of foreign firms and companies and the balance 
of Rs. 42 crores was in joint stock companies registered in India, mainly 
subsidiaries. 

Countrywise, the largest increase was in investment from the United 
Kingdom {Rs. 137 crores), whereas investment from the United States 
increased only by Rs. 13 crores. This is perhaps natural in view of the 
political association between U.K. and India. With regard to U.S. in¬ 
vestment, it should be noted that the increase in it was accounted for 
almost wholly by the branches of U.S. incorporated companies operat¬ 
ing in India. This is a significant point because it indicates that not 
many new American concerns found it possible to start operations in 
this country. Sectorwise, the largest increase in investment was in the 
field of manufacturing {Rs. 64 crores). Other sectors in which there was 
fresh investment on an appreciable scale were trading (Rs. 30.43 crores), 
plantations (Rs. 19.91 crores), utilities (Rs. 18.69 crores), and miscel¬ 
laneous (Rs. 9.12 crores). Thus there has been an increasing proportion 
of foreign investment in manufacturing and trading, serving the home 
market and a decreasing proportion in export industries. This tendency 
of foreign business investment going into industries serving the domestic 
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rather than the foreign or export market should silence those critics 
who usually complain that foreign capital always goes into the export 
sectors of underdeveloped economies. The general conclusion with 
regard to the character of foreign capital in India which emerges from 
these figures is that the major portion of the capital is British, that most 
of the total foreign capital in India is of the direct type and a substantial 
proportion of the total capital is concentrated in manufacturing, trading 
and plantations. 

Government’s Policy towards Foreign Capital since Independence 

The Industrial Policy Resolution (1948) introduced some restric¬ 
tions on the employment of foreign capital in India. These restrictions, 
together with the threat of nationalisation, contained in the 1948 Indus¬ 
trial Policy, unnerved foreign industrialists and affected the flow of 
foreign capital. 

Prime Minister’s Statement on Foreign Capital in April, 
1949: To alleviate the fear of foreign investors and to boost up the 
flow of foreign capital in India, the Prime Minister made a three-point 
statement in the Constituent Assembly in April, 1949. This declaration 
gives the following three important assurances to foreign investors:— 
(i) the general industrial policy of the government of India will make 
no discrimination between foreign and Indian undertakings; (ii) rea¬ 
sonable facilities, depending on foreign exchange position, will be given 
to foreign investors for remittance of profits and repatriation of capital: 
(iii) there is no immediate chance of nationalisation of foreign enter¬ 
prises ; but even if nationalisation is undertaken, fair and equitable com¬ 
pensation will be paid to foreign investors. 

These bold and unequivocal assurances by the Prime Minister once 
again stimulated the flow of foreign capital into Indian industries. How¬ 
ever, our neutral foreign policy slightly dampened the flow of foreign 
capital from U.S.A. in the initial stages. 

The launching of the programme of developmental planning in 
India and the successful execution of the First Plan built in a good 
deal of economic stability and helped us to get foreign capital both 
from private, governmental and international agencies. During the 
initial period of planning, the Indian government endeavoured to secure 
as much “equity capital” as possible from foreign sources. This “equity 
capital” was, of course, free from political ties and was used in colla¬ 
boration with the capital contributed by Indian nationals for the pro¬ 
motion and expansion of industries which satisfied national interest 
and the needs of developmental planning. Voltas, Sen-Raleigh, Birla- 
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Nuffield, Tata-I.C.I. are examples of joint enterprises in which foreign 
“equity capital” has supplemented Indian capital. 

Foreign Exchange Crisis and the Need for Foreign Capital. 
The foreign exchange crisis into which the Second Plan ran, within 
the first two years of its launching, brought about a reappraisal of 
the attitude towards foreign capital. On July 4, 1957, our Prime Minister 
declared: “We have always welcomed foreign capital in the past and 
we welcome it in the future.” Since then. Government spokesmen have 
repeatedly declared that conditions in India were favourable to the foreign 
investor and, because of a generally dynamic atmosphere of expansion, 
the chances of making profit from investment were brighter. From all 
this it appears that the Government of India’s attitude to foreign capital 
is imdergoing a welcome change but that does not mean that all the 
facilities and relaxation of restrictions would be provided. 

It is well known that in times of foreign exchange shortage it is 
an added advantage if foreign investment goes into export promotion 
or import saving lines. At present a substantial amount of foreign busi¬ 
ness investment is going into our import saving industries. This is, of 
course, an advantage. But for the government the primary economic 
criterion for choosing between different types of foreign business invest¬ 
ment should be in terms of the foreign investment’s contribution to real 
domestic product in relation to its cost to the country. 

Besides private capital flow, foreign aid comes in the form of govern¬ 
mental grants and loans from international agencies. Foremost among 
the international agencies is the World Bank. It has already supplied 
an appreciable amount of assistance to India. The total of loans granted 
to India is near about S4(X) million and our country is, in fact, the largest 
single borrower from the Bank. The International Finance Corporation, 
the recently set up subsidiary organization of the Bank, has already gran¬ 
ted six loans to private enterprises in India. So far (May, 1959) we have 
roughly received, for our first two Plans, foreign assistance equivalent 
to $3.5 billion of which $1.5 billion has come from the U.S., 0.5 
billion from the Communist coxmtries, and the re mainin g 1.5 billion 
from other countries and institutions. The U.S. Government can offer 
help to India under the Agricultural Trade Development and Assis¬ 
tance Act or Public Law 480. It can extend loans through the Export- 
Import Bank. It can also offer a big new loan or grant under a special 
authorisation for India approved by U.S. Congress. Lastly, it can offer 
aid directly from the President’s Development Loan Fund. In January, 
1958, a new $225 noillion U.S. loan to India was announced. Nearly 
70 per cent of this loan has come from the U.S. Export-Import Bank 
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and the rest from the President’s Development Loan Fund. In June, 
1958, the U.S. Senate passed a Bill which included a resolution favouring 
long-term and expanded U.S. economic assistance for India. Though 
the prospects for U.S. assistance are moderately bright, it may not cope 
with our need, which according to informed opinion, would be about 
$1 billion if we are to go through the Second Plan without a big cut 
in spite of a foreign exchange crisis. 

To sum up, the new Industrial Policy, bent on regulating and at the 
same time assisting private enterprise, coupled with a reoriented fiscal 
policy and the encouraging assurances recently given to the foreign in¬ 
vestors by our government should be duly appreciated both by foreign 
and domestic private investors. They should endeavour to deliver the 
goods in a manner most conducive to the general development of the 
country and strengthen the foundations of “partnership capitalism” 
in a democratic environment. 



Chapter 19 


INDUSTRIAL FINANCE AND 
A SURVEY OF INDUSTRIAL 
FINANCE AND DEVELOPMENT 
CORPORATIONS 


Rapid industrial development necessitates adequate supply of 
finance both for the purposes of fixed and working capital. The Indian 
joint stock banks are unwilling to provide long-term industrial finance 
on the ground that they cannot afford to lock up capital and other 
assets in long-term investments. Investment Trusts and Issue Houses 
for financing industries are almost rare in India. Therefore after inde¬ 
pendence, the government decided to set up special financial institutions 
for the provision of medium and long-term credit to industrial enter¬ 
prises. In addition to industrial finance corporations, a number of invest¬ 
ment or development corporations has recently been set up in India 
either with direct participation by the state or with its blessings so as 
to meet the diversified needs of Indian industries. 

By establishing an Industrial Finance Corporation just after in¬ 
dependence, our National Government fulfilled a basic recommenda¬ 
tion which the Central Banking Enquiry Committee had made nearly 
two decades ago. The I.F.C. and other Finance and Development Cor¬ 
porations, which have been established in India in recent years, are 
accelerating industrial growth and are helping toward the mobilisation of 
domestic capital during the process of planned economic development. 

A Review of the Organization, Functions and the Working of the 
Industrial Finance Corporation of India 

{a) Organization: Under an Act of Parliament the Industrial 
Finance Corporation of India was established on 1st July, 1948. I.F.C. 
was set up as a shareholders’ Corporation—the government, the Reserve 
Bank of India and certain special institutions holding most of the shares. 
The Central government has guaranteed the shares of the Corporation. 

The authorised capital of the Corporation, which is Rs. 10 crores, 
is divided into 20,000 fully paid up shares of Rs. 5,000 each. Of these 
10,000 shares of the total value of Rs. 5 crores have already been issued 
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and have been subscribed by the Central government, the Reserve Bank, 
scheduled banks, insurance companies, including the Life Insurance 
Corporation of India, and other institutional investors. To increase 
its resources, the Corporation is authorised to issue bonds upto 5 times 
the paid-up capital and to accept deposits from the public repayable 
after not less than five years. The bonds and the debentures of the Cor¬ 
poration are guaranteed by the Central government in respect of the 
repayment of the principal and payment of interest. 

The Corporation is managed by a body of 12 directors—three 
of whom are nominated by the Central government, two nominated 
by the Reserve Bank, six elected by the scheduled banks, insurance com¬ 
panies etc., and a Managing Director appointed by the Central govern¬ 
ment. The Managing Director is the chairman of the Executive Committee 
which in addition to him consists of four other Directors. Only recently, 
after the Report of the I.F.C. Enquiry Committee was published, the 
chairman of the Corporation became a full time officer. As has been 
pointed out by Dr. S. K. Basu, Professor of Industrial Finance, Calcutta 
University, the main defect of the organizational set up of the I.F.C. 
was the absence of an Economic Intelligence Section and a Technical 
Investigation Department. The I.F.C. Enquiry Committee has fully 
endorsed the suggestion of Dr. Basu regarding the creation of an Econo¬ 
mic Research Department and the building up of a technical staff. The 
I.F.C. has already drawn up a scheme for setting up of an Economic 
Research Department. 

(b) Functions: The I.F.C. is authorised to transact the following 
kinds of business:— 

(i) guaranteeing loans raised by industrial concerns which are re¬ 
payable within a period not exceeding 25 years and which have been 
floated in the open market; 

(ii) granting loans and advances to^ or subscribing to the debentures 
of industrial concerns, repayable within a period not exceeding 25 years; 

(iii) underwriting the issue of stocks, shares, bonds or debentures 
by industrial concerns provided such stocks, shares etc, are disposed of 
by the Corporation within a period of 7 years from acquisition. 

The Corporation can grant loans only for long periods to Public 
Limited Companies. Private Limited Companies, Partnerships and 
industrial concerns owned by the state lie outside its scope. The Corpo¬ 
ration is not permitted to become a partner in industrial enterprises 
by purchasing their shares. The Corporation attaches special importance 
to the financial needs of large-scale industries which are of strategic and 
national importance. Hie Industrial Finance Corporation cannot pro- 
g: IB—18 
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vide “equity capital” to the industries. ‘Equity Capital’ or entrepre* 
neurial capital is an essential necessity during the formative stage of 
an industry and lack of provision of such capital by the I.F.C. would 
dampen industrial growth in our expanding economy. Dr. Basu has 
rightly pointed out that if the I.F.C. is permitted to shoulder the burden 
of underwriting business, there is no logical ground for debarring it 
from providing “equity capital” at least temporarily in the initial period. 

Thus, an important lacuna of the Industrial Finance Corporation 
Act of 1948 was that it was unable to give substantial financial assistance 
to industrial concerns which were about to engage in business. It is 
heartening to note that this defect has been partially rectified by the 
Industrial and State Financial Corporations (Amendment) Act of 1955. 
Prior to this, the I.F.C. Act was also amended in 1953 for enlarging 
the scope of the Corporation’s activities and for augmenting its resources. 

Under the 1953 Amendment Act, the limit of individual advances 
was raised from Rs. 50 lakhs to Rs. 1 crore and shipping companies 
for the first time were included in the definition of industrial concerns 
to be financed by the Corporation. The 1953 Act has enabled the Cor¬ 
poration to secure government guarantee on a loan of g8 million taken 
from the World Bank in early 1954. The same Act also allows the Cor¬ 
poration to borrow from the Reserve Bank upto Rs. 3 crores provided 
the loan is repaid within 18 months. The Act also prevents the Central 
government and the Reserve Bank from drawing any dividends on their 
shares; instead these are to be credited to a special Reserve Fund of 
the Corporation till Rs. 50 lakhs are accumulated in that Fund. The 
salutary effects of the Amendment Acts of 1953 and 1955 are revealed 
by the statistics concerning the actual amount of loans sanctioned since 
1953-54. In 1953-54 actual amount of loans sanctioned by the Corpora¬ 
tion was Rs. 5.27 crores; it increased to Rs. 7.34 crores in 1954-55 and 
to Rs. 15.13 crores by 1955-56. Thus within three years of the passing 
of the 1953 (Amendment) Act, there was almost a threefold increase 
in the actual amount of loans sanctioned by the Corporation. But com¬ 
pared to 1955-56, both during 1956-57 and 1957-58 a declining trend 
was noticed in the volume of loans sanctioned. This was probably due 
to the difficulty, which the industrial concerns faced at that time, in 
securing the necessary foreign exchange for importing capital goods. 

It is gratifying to note that the Corporation earned a net profit 
of Rs. 28.2 lakhs during 1957-58. Of this amount, Rs. 11.50 lakhs were 
transferred to the General Reserve Fund of the Corporation, Rs. 11.25 
lakhs utilised for distribution of the guaranteed dividend at 2^ per cent 
on its paid-up share capital and the balance of Rs. S.45 lakhs paid to 
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Government as the first instalment of the repayment of the subventions 
totalling Rs. 53.45 lakhs drawn from Government in each previous 
year except 1952-53 and 1956-57, for the payment of guaranteed dividend. 
It appears that with a better financial structure and an improved invest¬ 
ment portfolio, the Corporation woiild be able to stand on its own legs 
in the near future. 

(c) A Critical Review of its Working: Since its inception, the 
Corporation with an industrialist—Lala Sri Ram as its part-time chair¬ 
man was not working quite satisfactorily. A wholetime chairman would 
have increased the efficiency and improved the working of the Corpora¬ 
tion. In addition to this, the Corporation was also subjected to other 
shortcomings. For instance, the absence of a Technical Investigation 
cum Economic Research Department made it difficult for the Executive 
Committee of the Corporation to scrutinise loan applications. Investi¬ 
gations on the spot by an Economic cum Technical Intelligence Division 
would have minimised the risks and have enabled the Corporation to 
dispose of the loan applications quickly and impartially. The first four 
years’ working of the Corporation revealed that nepotism and favourit¬ 
ism had crept in so that applications for loans were not always consi¬ 
dered on their merits alone. Several charges of favouritism and partiality 
were made in the Indian Parliament. This rousing of public passion com¬ 
pelled the Government of India to set up an Enquiry Committee under 
the chairmanship of Mrs. Sucheta Kripalani which submitted its Report 
on 1th May, 1953. 

The Enquiry Committee’s Report exonerated the management of 
the Corporation from charges of favouritism but pointed out that in 
some cases the advances were unhappy and could have been easily avoided. 
The main recommendations of the Enquiry Committee were :— 

(i) Corporation should have a full time paid chairman instead of 
a part-time honorary chairman; 

(ii) the Board of the Corporation should include an economist, 
a managerial expert and a chartered accountant in addition to indus¬ 
trialists and government officers; 

(iii) every branch office of the Corporation should have a regional 
panel of advisers; 

(iv) any loan to a concern in which a Director of the Corporation 
is only an ordinary Director or a shareholder should require the un¬ 
animous vote at a meeting of the Board of Directors at which at least 
2/3rds of the Directors qualified to vote should be present; 

(v) delays in sanctioning loans and disbursing money against loans 
should be reduced; 
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(vi) the Corporation should be directed to refer all loans in excess 
of Rs. 50 lakhs for sanction to the Central government at ministerial 
level for the next three years; 

(vii) the Corporation should publish more informative and Com¬ 
prehensive annual reports and the Board of the Corporation should 
occasionally meet at important centres like Bombay, Calcutta, Madras 
etc; 

(viii) in sanctioning loans, a minimum margin of 50 per cent should 
generally be aimed at and greater attention should be paid to the proper 
assessment of the earning capacity of the borrowing concern. 

The government accepted most of the recommendations of the En¬ 
quiry Committee and appointed a full-time paid chairman (Mr. K. R. 
K. Menon) on 6th August, 1955. The government issued instructions 
to the Corporation for arranging meetings of the Board in centres like 
Bombay, Calcutta and Madras and for the publication of comprehensive 
annual reports. The government made it obligatory for the Corporation 
to request its Directors to disclose whatever interest they may have in 
a particular application for a loan. The Corporation was also instructed 
by the government to keep minimum margin of 50 per cent when sanc¬ 
tioning loans and to obtain prior approval of government whenever a 
loan meant for an individual firm exceeded Rs. 50 lakhs. 

Thus the Enquiry Committee’s suggestions helped the government 
to remodel the I.F.C. and to improve the working and the tone of the 
Corporation. The I.F.C. with its defects removed, will now be able to 
deliver the goods in an impartial manner which would immensely help 
the process of industrial developmental planning initiated by our Five 
Year Plans. 

Financial Problems of Small Industries and the Role of 
State Financial Corporations 

Financial Problems of Small Industries. Small-scale industries played 
a distinct role in our economy in the past. The process of develop¬ 
mental planning, initiated in India after independence, has also attached 
considerable importance to small-scale industries. JTie most serious 
handicap in the way of development of these industries has been the lack 
of adequate finance. Developmental plans for small industries have 
often foundered on the rock of inadequate finance. The small industries 
are usually unable to obtain their requirements of long-term risk capital 
or “equity capital’’ through the organised security market. In a country 
like India, where savings slowly trickle to the organised capital market 
and the technique of underwriting is not fully developed, it is almost 
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impossible for small concerns to raise capital through the channels of 
the new issue market. Necessarily they have to fall back upon friends, 
relatives, local investors and money-lenders for such funds. 

With inadequate financial accounting and with hardly any tangible 
collateral security to offer, the small concerns cannot properly satisfy 
the standards of credit-wortliiness of commercial banks. Therefore, the 
banks only provide a portion of the working capital required by these 
small concerns for day to day working. In some exceptional cases, 
the commercial banks also provide a certain portion of the loan capital 
required for periodical extension and replacement of plants and equip¬ 
ments. Thus at present the small-scale industries suffer from terrible 
financial handicaps. Friends, relatives and money-lenders endeavour 
to provide as much finance as possible but these prove to be utterly 
inadequate to satisfy their development, modernisation and expansion 
programmes. 

State Finance Corporations. For solving the financial difficulties 
of smaller and medium-sized industries, the Government of India in 
1951 passed the State Financial Corporations Act. Under this Act, at 
present (January, 1959) 12 State Finance Corporations are functioning 
in the following 12 States in India: Andhra, Assam, Bihar, Bombay, 
Kerala, Madhya Pradesh, Madras, Orissa, Punjab, Rajasthan, U.P., 
and West Bengal. Two Corporations, in former Hyderabad and Sau- 
rashtra States, merged respectively with the State Finance Corporations 
in Andhra and Bombay. 

The twelve State Finance Corporations have an aggregate authorised 
capital of Rs. 29 crores, of which Rs. 13.30 crores have been paid up. 
A majority of the Corporations have augmented their resources throu^ 
the issue of bonds; the total outstandings of bonds issued by seven 
Corporations stood at Rs. 5.57 crores at the end of November 4958. 
The total loans sanctioned by these twelve State Finance Corporations 
during the five-year period, 1953-54 to 1957-58, amounted to Rs. 16 
crores, which is close to the sum of their paid-up capital and bonds. 

State Finance Corporations have been established with a view to 
providing medium and long-term credit to small and medium-sized 
industries which fell outside the purview of the I.F.C. The State Corpora¬ 
tions are but miniature editions of the I.F.C. at the Centre. However, 
there are three fundamental differences. Firstly, whereas the I.F.C. can 
provide financial assistance only to public limited companies, the S.F.Cs 
can grant loans to private limited companies, partnerships and even 
proprietory concerns. Secondly, in contrast to the I.F.C., where only 
the Reserve Bank, Central government, insurance companies and other 
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institutional investors are allowed to subscribe to the share capital, 
in the case of State Corporations the general public can also subscribe 
to the share capital, though subject to a maximum of 25 per cent of 
the total. Lastly, S.F.Cs can give guarantee and make advances for 
a period not exceeding 20 years as against the 25 years limit of the 
Central Corporation. 

Under the 1951 Act, the maximum authorised capital of a State 
Corporation can be Rs. 5 crores. The State Corporation is permitted 
to issue bonds and debentures like the I.F.C., but the total amoimt 
thereof, must not exceed live times the amount of the paid-up share 
capital and reserve fund of the Corporation. Like the I.F.C., the S.F.Cs 
also suffer from the lack of Technical Investigation cum Economic 
Research Divisions. 

Though it will be premature to make an assessment of the extent 
of the achievements of the State Corporations yet, a brief review of 
their working would help us to realise how far they have been successful 
in meeting the financial needs of the small and medium-sized industries. 
As we have already seen, the small and medium industries require three 
types of financial assistance, viz., ‘equity capital’ for initial investment, 
loan capital for periodical expansion and replacement and working 
capital for day to day operations. Most of the S.F.Cs, which have al¬ 
ready been set up, have provided mainly loan capital, very little work¬ 
ing capital and no 'equity capital'. They were unable to provide ‘equity 
capital’ because their hands were tied by the 1951 Act which was closely 
modelled after the 1948 I.F.C. Act. Adequate amount of working capital 
could not be provided by the State Finance Corporations because they 
paid too much attention to the mortgage financing technique. 

Their marked preference for providing loan capital instead of 
working capital cannot be fully supported. It is quite true that loan 
capital is necessary for the small and medium-sized concerns for ac¬ 
quiring fixed assets like land, buildings and machinery. But, their need 
for working capital is usually more urgent. For most of the units the 
vital question centres round the problem of immediate survival and in 
the face of an acute shortage of working capital they are surely doomed. 
The banks provide only a small fraction of the working capital because 
the nature of most of the small concerns is such that neither their raw 
materials nor finished goods would be acceptable to the banks as seh 
curity for advances. Therefore, the State Finance Corporations, if they 
are really keen on assisting the small business units, should revise their 
financial assistance policy and provide a substantial amount of working 
capital in addition to loan capital. 



INDUSTRIAL FINANCE 


219 


The S.F.Cs have provided more financial assistance to medium¬ 
sized concerns, including manufacturing and processing industry, than 
to small industrial concerns. One would note the predominance of 
medium-sized industries like textiles, food processing, engineering, 
chemicals and pharmaceuticals in the total loans sanctioned by the 
State Finance Corporations. This is mainly because loans to small 
units are more risky. The small concerns neither follow accepted audit¬ 
ing and accounting methods nor possess suifident amount of fixed 
assets which can be offered as security. But if the small industries are 
to play effectively the role destined for them in the Second Five Year 
Plan they must get more financial assistance. Therefore, the S.F.Cs 
should reorient their policy and be willing to take slightly more risks 
and provide loans to snull concerns against pledge of goods. On the 
other hand, the small units should endeavour to combine into coope¬ 
rative bodies and renovate their present procedures of auditing, account¬ 
ing and production planning. 

The working of the existing State Finance Corporations has re¬ 
vealed that the total cost of borrowing from the Corporations is quite 
high. This is because the Corporations, which have guaranteed per 
cent dividend to its shareholders, are compelled to charge moderately 
high rate of interest on loans varying between 6 to 7 per cent per an¬ 
num. The borrowing concern has also to incur other expenses like regis¬ 
tration charge, stamp duty etc. which come to about 3 per cent on the 
loan availed of. Thus, the total cost of borrowing varies between 9 to 
10 per cent which is perhaps too prohibitive for the small concerns 
which, therefore, try to tap other sources. It is, however, gratifying 
to note that the Government of Punjab fully appreciated this problem 
and granted exemption or concession regarding the stamp duty and 
registration charge on mortgages in favour of S.F.C. loans. We hope 
that other State governments would also undertake similar measures. 

In conclusion, we may note briefly the steps taken with a view to 
ensuring co-ordination of the activities of the various agencies which 
provide industrial finance, so as to minimise overlapping of their func¬ 
tions. A clear-cut demarcation between the scope of the Industrial 
Finance Corporation and the State Finance Corporations was effected 
at the first Conference of the representatives of the State Finance Cor¬ 
porations in August 19S4, by arranging that the Industrial Finance Cor¬ 
poration of India should entertain loans for amounts in excess of Rs. 
10 lakhs and the State Finance Coiporations should entertain loans 
for amounts up to Rs. 10 lakhs. The activities of the State Governments 
and the State Finance Corporations have been demarcated by fixing 
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minimum limits ranging from Rs. 10,000 to Rs. 75,000, for loans by 
the State Financial Corporation, loans for smaller amounts being provided 
departmentally by the State Governments. Finally, we may refer here 
to the “Pilot Scheme” for the co-ordinated provision of credit to small 
scale industries, instituted by the State Bank of India in 51 selected 
centres up to September 30, 1958. Under this scheme, a borrower is 
required to apply to the State Bank or the Local co-operative bank 
for all his credit requirements. Applications for smaller amounts are 
ordinarily considered by the Director of Industries and those for other 
loans are taken up by the State Bank or the Co-operative bank, if they 
are for working capital, and by the State Finance Corporation, if for 
medium or long-term capital. These agencies act in collaboration and 
try to avoid overlapping of functions. 

Other Newly Set Up Finance and Development Corporations 

In course of developmental planning it was found that the Indus¬ 
trial Finance Corporation at the Centre and the State Finance Corpo¬ 
rations could not fully cope with the financial needs of industries in 
the private sector. Therefore, the government directly established the 
National Industrial Development Corporation and indirectly helped 
towards the setting up of the private concern known as Industrial Credit 
and Investment Corporation of India. Another semi-public corpo¬ 
ration known as the National Small Industries Corporation was also 
set up by the government for financing and promoting small industries 
in India. In June, 1958 the Re-finance Corporation for Industry with 
the Governor of the Reserve Bank of India as its chairman, was set 
up as a private limited company. It would extend credit to medium¬ 
sized industrial imits in the private sector through the agency of 15 
Indian and foreign banks participating in the project. 

(a) National Industrial Development Corporation. This is a State- 
sponsored Corporation with capital provided entirely by the Govern¬ 
ment of India. This Corporation was set up on 20th October, 1954, 
with the object of financing industries and promoting planned indus¬ 
trial development. N.I.D.C. endeavours to start new industries in those 
important sectors which suffer from insufficient development due to shjh 
ness of private capital and enterprise. In some cases the N.I.D.C. would 
also manage private industrial concerns and nurture them till they 
reach the stage of earning profits. In this respect N.I.D.C’s functions 
can very well be compared with those of the ‘Fomento’ Corporations 
of Latin American countries. ‘Fomento’ Corporations are government- 
sponsored bodies set up for promoting, developing and establishing in- 
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dustrial concerns which are not attractive to private entrepreneurs but 
are necessary from the point of view of balanced industrial growth. 

N.I.D.C. was set up with an authorised capital of Rs. 1 crore and 
paid-up capital of Rs. 10 lakhs, subscribed entirely by the Government 
of India. The government considered that Rs. 10 lakhs subscribed capital 
would be enough because the N.I.D.C. will not ordinarily undertake 
the jQnancing of industries except in so far as this becomes necessary 
for the development of a special type of industry in a backward area. 

In its first meeting held in September 1955, in Bombay, tlie Execu¬ 
tive Board of the N.I.D.C. decided to give financial assistance for rationa¬ 
lisation and modernisation of the jute and cotton textile industries. It 
was proposed that approved cotton and jute mills should be given long¬ 
term loans bearing interest at 4*/2 per cent per annum. In the subsequent 
meetings of the Board of the Corporation it was decided to give proper 
type of assistance to iron foun^ies, wood-pulp, printing machinery 
and steel fabrication industries. The N.I.D.C. is at present engaged 
mainly in providing capital for the modernisation and rehabilitation 
of jute and cotton textile industries and has advanced about Rs. 2.26 
crores for this purpose. 

We believe that during the Second Five Year Plan period, the 
N.I.D.C. will be required to play a most vital role towards the balanced 
development of our industries in the organised sector. The Executive 
Board of the N.I.D.C. should take quick decisions and possess an 
adequate machinery for implementing these decisions. The Corporation 
should not only concentrate on heavy industry but should also try to 
set up light consumer goods industry. This is because during the Second 
Plan period heavy industries development would automatically result 
from the execution of the new projects in the public sector and expan¬ 
sion of older units in the private sector. A balanced industrial growth 
necessitates the development of light consumer goods industry side by 
side with heavy industry. Therefore, it is imperative that the N.I.D.C. 
gives some attention to the problem of development of light industries, 
specially in economically backward areas with an appalling volume of 
unemployment and imderemployment. 

(b) Industrial Credit and Investment Corporation of India. In early 
1954, a three-man Mission, sponsored by the U.S. Government and 
the World Bank, advised the Govenunent of India that there was an 
tugent necessity for setting up a special institution of quasi-government 
character like the Industrial and the Commercial Finance Corporation 
of U.K. 

On the advice of the three-man World Bank Mission, a private 
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limited Company known as the Industrial Credit and Investment Cor¬ 
poration of India was registered on 5th January, 1955. 

The authorised capital of the Corporation is Rs. 25 crores. The 
Corporation was, however, launched with a paid-up share capital of 
Rs. 5 crores subscribed wholly by domestic and foreign private investors. 
In addition to the share capital, the Corporation obtained an interest- 
free deposit of Rs. 7*/g crores from the U.S. Technical Co-operation 
Administration. At the end of 1955, the World Bank granted a long¬ 
term loan of Rs. 5 crores to the Corporation which was guaranteed by 
the Government of India. The World Bank loan is for 15 years and 
bears interest at per cent. Thus the total initial working capital of 
the Corporation amoimted to Rs. WI 2 crores. The Corporation has 
been empowered to borrow upto 3 times the total amount of its paid- 
up capital plus the government deposit. This would mean that the 
total resources available to the Corporation may ultimately amount 
to Rs. 50 crores. 

The Corporation is expected to assist, expand and modernise private 
industrial enterprises. It would also promote new concerns and provide 
a part of the 'equity capital’ required by them. The Corporation would, 
therefore, render a distinct service to the newly started industrial con¬ 
cerns by meeting their requirements of 'equity capital’. This would be 
a highly important fimction of the Corporation because the I.F.C. 
usually does not probe into the field of ‘equity capital’. 

According to its fourth Annual Report, the Corporation had agreed 
by the end of 1958 to give financial assistance amounting to Rs. 13.37 
crores in respect of 44 companies (as against Rs. 11.65 crores in respect 
of 41 companies by the end of 1957). Of this Rs. 13.37 crores, Rs. 6.64 
crores (50 per cent) were in the form of loans, Rs, 5.50 crores in respect 
of underwriting of shares and debentures, and Rs. 1.23 crores in the form 
of direct subscriptions to shares. Of the total loans sanctioned by the 
end of 1958, rupee loans accounted for Rs. 3.48 crores and loans in 
foreign currencies for the balance of Rs. 3.16 crores. Industries bene¬ 
fiting from the Corporation’s assistance so far cover a wide range. 
These include the manufacture of paper, chemicals and pharmaceuticals, 
fuel injection equipment, electrical equipment, textiles, sugar, metal ores, 
lime and cement works, glass manufacture, etc. A feature of the Corpo¬ 
ration’s assistance has been the substantial investments it has made 
in the automobile industry. The Corporation had, by the end of 1958, 
investments aggregating Rs. 2.16 crores (or more than 16 per cent of its 
total commitments) in 7 enterprises engaged in the production of vehicles, 
components and accessories. 
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The task of promoting and financing industrial growth becomes 
specially important during the process of developmental planning. 
With the enforcement of the 1956 Company Law, the activities of the 
managing agents in the field of industrial promotion has become auto¬ 
matically limited. This gives greater opportunities to the Industrial 
Credit and Investment Corporation for widening its scope and broaden¬ 
ing its horizon. Ultimately it may be in a position to fimction as a large 
Investment Trust. Transformed into a large Investment Trust, the 
Corporation would be able to provide still greater facilities for ‘equity 
capital’ and this would surely be an advantage for the newly started 
units in our growing economy. The I.C.I.C. is an unique venture; it does 
not function as a purely lending institution concerned mainly with the se¬ 
curity offered against loans. It has already undertaken a substantial amount 
of underwriting of shares and has invested in the share-capital of a number 
of companies. But the activities of the Corporation are inextricably 
related not only to the general environment for investment but also 
to Government Policy which is itself an important determinant of that 
environment. 

(c) National Small Industries Corporation. This Corporation was set 
up in February, 1955 with the purpose of providing marketing service, 
facilities of hire-purchase system of machineries and for the general 
promotion of small industries. It will assist only those small industries 
which have a capital investment of less than Rs. 5 lakhs and employ 
less than 50 persons when using power or less than 100 persons when 
working without power. The Corporation was registered as a private 
limited company with an authorised capital of Rs. 10 lakhs to be pro¬ 
vided entirely by the Government of India, which will also provide 
additional loans for augmenting the Corporation’s working capital. 

To achieve a balanced industrial structure, it is necessary to develop 
ancillary industrial imits. The Corporation in close collaboration with 
the Small Industries Service Institutes has been attempting, firstly, to 
develop where possible a number of small units around big units as feeders 
of parts and components and, secondly, to encourage large units to pur¬ 
chase such stores from small units for which there is ample production 
capacity. The Corporation has been also assisting the small scale units 
in marketing their products through mobile sales vans and wholesale 
depots and in the overseas markets by participating in foreign exhibi¬ 
tions and by offering selected small industries products through other 
trade channels. 

As lack of technical skill and up-to-date machinery have been two 
of the main handicaps that stood in the way of the development of small 
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industries, the Corporation, early in 1956, introduced a scheme of sup¬ 
plying machinery and machine tools to small scale entrepreneurs, existing 
as well as those who intended to set up new units, under the hire- 
purchase system. The terms were purposely made liberal to enable the 
large number of small units to avail of this benefit. The applicants are 
required to make 20 per cent initial payment for general-purpose machines 
and 33^/3 per cent for special purpose machines. The interest rate is 4^1^ 
per cent for any machine valued upto Rs. 15,000 and 6 per cent if the 
value exceeds Rs. 15,000. For industrial co-operatives, these rates are 
3‘/g per cent and 5 per cent respectively. The Corporation is endeavouring 
to rehabilitate the reputation of small units by standardising tlieir pro¬ 
ducts. A system of inspection has been instituted to ensure the production 
of quality goods. N.S.I.C. also negotiates with tlie Director General 
of Supplies and Disposal for placing stores purchase orders to the small 
industries. 

In order to bring the hire-purchase scheme closer to small scale 
rmits and to make its assistance in marketing more effective, the activities 
of the N.S.I.C. were decentralised and four Subsidiary Corporations, 
one each in the eastern, western, northern, and southern regions, were 
set up in early 1957. These Subsidiary Corporations, in addition to 
providing marketing service and facilities for hire-purchase of machineries, 
are expected to stock and supply iron and steel and other raw materials 
required by those small industries which the government wish to promote 
as ancillaries to large units. 

(d) Re-finance Corporation. One of the terms of the Agricultural 
Commodities Agreement under P.L. 480, signed between the Govern¬ 
ment of India and the U.S.A. in August 1956, provided that rupee equi¬ 
valent of $55 million (about Rs. 26 crores) of the cotmterpart funds, 
created out of sale proceeds of American Wheat, etc, should be set 
apart for re-lending to private enterprise in India through established 
banking chaimels. Ultimately, however, it was decided to channel these 
funds through a separate Corporation, and this resulted in the creation 
of the Re-finance Corporation for Industry Private Ltd., registered in 
Jtme, 1958 as a private limited company under the Companies Act, 
1956. 

Though the immediate objective in setting up the Corporation is the 
disbursement of counterpart funds, its ultimate goal will be to bridge the 
gap that exists in the institutional arrangements available at present for 
financing medium-sized industrial units, in regard to their medium-term 
requirements, such as, installation of machinery and equipment etc. The 
Corporation is thus expected to augment the resources available for the 
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use of medium-sized industrial units in the private sector by providing 
re-financing facilities to its member banks against mediiun-term loans 
granted by them to concerns belonging to this category. 

The authorised capital of the Corporation is Rs. 25 crores consisting 
of 2,500 shares of Rs. 1 lakh each. The Board of Directors have issued 
shares of the face value of Rs. 12.50 crores, contributed jointly by the 
Reserve Bank of India, the Life Insurance Corporation and 15 of the 
larger scheduled banks. 

Thus the Corporation mainly provides re-lending facilities against 
loans given by banks to industrial concerns for the purpose of increased 
production, primarily in industries included in the Five Year Plans. 
The loans must not exceed Rs. 50 lakhs in any individual case, and the 
period of the loans should be not less than 3 years and not more than 
7 years. The facilities are to be available only to industrial concerns 
whose paid-up capital and reserves (excluding reserves for the payment 
of taxes and normal depreciation reserves) are not less than Rs. 5 lakhs 
and do not exceed Rs. 2'/jj crores in any particular case. The Corpora¬ 
tion extends credit through the agency of 15 selected banks, participating 
in the project. 

Upto the end of 1958, the Corporation received seven applications 
for re-finance from 4 member banks for a total sum of Rs. 1.98 crores. 
Of these, six applications for an amount aggregating Rs. 1.78 crores were 
sanctioned against Rs. 1.83 crores asked for. It appears that the funds 
of the Corporation have not been used up fast enough. One of the reasons 
for this is that during 1958 there was a scaling down of investment acti¬ 
vity. In fact, the year 1958 witnessed a marked decline in private im¬ 
ports of capital equipment mainly due to the growing difficulties in 
the availability of foreign exchange. This decline happened to coincide 
with the initial period of working of the Re-finance Corporation. 

Whether the Re-finance Corporation is necessary or not is a de¬ 
batable point. A section of the informed opinion of our country points 
out that multiplicity of financing institutions leads to overlapping of 
spheres of activities which gives rise to a good deal of confusion. An 
eminent critic has also noted that the Rs. 26 crores of the American 
aid counterpart funds could have been easily made available to the 
Industrial Finance Corporation of India and a better service would have 
been provided by this institution to the Indian industries. We are of 
the opinion that in a country like India, where the flow of savings to 
the organised capital market is very thin and where one would discover 
many “gaps” indicating the inadequate availability of funds to certain 
specific sectors of the economy, establishment of special institutions 
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for financing specific economic activities is highly desirable during the 
process of developmental planning, provided there is proper demar¬ 
cation of the spheres of activities of the institutions and an efiective 
integration of their lending policies. 

To sum up, with the setting up of a number of industrial finance 
and development Corporations since independence, the gaps in the 
field of industrial finance are being systematically bridged. Joint team 
work and close collaboration between these Corporations will put our 
system of industrial finance on a sound footing and will help us to make 
long strides on the road to industrial development and regeneration. 



Chapter 20 


THE ROLE OF SMALL SCALE AND 
COTTAGE INDUSTRIES 
With Special Reference to the Karve 
Committee Report of 1955 


As we have already seen, a large number of people of our country 
are unemployed and even those who are employed remain idle for many 
months in the year. Therefore, our problem is to discover such indus¬ 
tries as would provide employment opportunities both for the unem¬ 
ployed and the under-employed, and as could be managed with small 
capital. The Second Five Year Plan fully appreciates this problem and 
realises that large-scale industries alone are not capable of absorbing 
all the existing unemployed and under-employed persons constituting 
our labour force. The framers of the Second Plan are also aware that 
the magnitude of the problem would assume alarming proportions 
due to the steady growth of our population. Therefore, the Second Five 
Year Plan intends developing small-scale and cottage industries side 
by side with the large-scale industries. 

To understand fully the role of cottage and small-scale industries 
during the planned process of economic growth in India, it is worth¬ 
while analysing the main recommendations of the Village and Small- 
Scale Industries (Karve) Committee Report of 1955. 

Hi g hli g hts of tile Karve Committee’s Recommoidatioiis 

(i) The Basic Approach: In defining its approach, the Com¬ 
mittee notes that the largest extent of contintiing additions to techno¬ 
logical unemployment, actual and potential, are in the field of traditional 
consumer industries where production through modem technique makes 
redundant the capital and labour employed in the older units and creates 
a very large problem of unemployment of resources, specially labour. 
Therefore, the Committee emphasizes the avoidance of further techno¬ 
logical unemployment in the traditional village and small-scale indus¬ 
tries during the process of planned development. This basic approach 
^ves rise to two important corollaries. First, the policy followed by 
the government should be framed in such a way that it is successful 

'>.87 
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in Stemming the increase in unemployment or under-employment in 
existing occupations and in providing for progressively increasing em¬ 
ployment opportunities. Secondly, steps should be taken for construct¬ 
ing the structures of an essentially decentralised society for the future, 
consistently with “progress and economic development at a fairly rapid 
rate”. Fulfilment of these two important corollaries woxild necessitate 
the continuance of existing employment opportunities and the provision 
for additional employment on the one hand and expansion and increase 
of total production in the Indian economy on the other. 

The Committee, however, attaches more importance to the employ¬ 
ment objective and seems to be determined to avoid further techno¬ 
logical unemployment. The second objective of an increase in production 
is to be fulfilled in such a way that it produces no unfavourable reper¬ 
cussions in the way of achieving the first objective. Improvement in 
technique is the primary pre-condition for expanding productive capa¬ 
city and for increasing production. But the Committee is of the opinion 
that improvement in technique is to be permitted “so long as it has no 
deleterious effects on employment”. The Committee stresses the point 
that there is no difference of opinion regarding the necessity for tech¬ 
nical improvement of existing equipment or for adopting the most 
improved technique possible in the existing units but such improve¬ 
ments should not produce adverse effects on employment. The Com¬ 
mittee also clearly states that “there is no proposal for an expansion 
of employment in the relatively uneconomic techniques of production”. 
On the contrary, it is categorically stated that “when new capital in¬ 
vestment is to be made, it should be made as far as possible only in im¬ 
proved equipment or where existing equipment is itself capable of being 
improved by addition or adaptation.” 

The Committee observes that in as much as a substantial number 
of the unemployed and underemployed belong to village and small-scale 
industries' group, it is perhaps better and more advantageous to provide 
relief to them through employment in occupations in which they have 
been traditionally trained and for which they possess equipments than 
by any other method. This also solves to a considerable extent the prob¬ 
lems connected with new capital investment and training of personnel 
for the immediate increase in the production of consumer goods. Thus 
diuring the process of building up of heavy and key industries, it would 
be an advantage if we could for sometime rely on the production of 
consumer goods coming from traditional industry with existing capital 
and labour resources. This is why the village and small industries have 
been assigned a distinct role in our Second Five Year Plan. 
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(ii) The Fundamental Strategy of the Operational Pro¬ 
gramme: The Committee recommends tliat for the fulfilment of its 
basic approach during the initial period of expansion and development 
of village and small-scale industries, a ceiling may be imposed on the 
growth of large-scale consumer goods industry. This will divert the 
additional demand for consumer goods to the products of small-scale 
industries. Positive action should be taken in the fields of organization, 
marketing and finance. 

But the Report clearly indicates that the fulfilment of the positive 
part of the recommendations will require considerable effort and a pro¬ 
per type of organizational set up. It should be noted that the positive 
measures ultimately aim at introducing better techniques in the village 
industries and, therefore, any delay in their implementation would 
mean that the process of technical change would occur at a compara¬ 
tively slower pace. For the time being it seems that the negative re¬ 
commendations of the Committee, dealing with restrictive measures, have 
a better chance of fulfilment. But restrictive measures like the imposition of 
an absolute ceiling on production, would perpetuate the inefficient 
techniques and make the transition to better techniques more difficult. 

(iii) Positive RECX)MMENDATroNs: The positive measures advo¬ 
cated by the Committee include (a) federalisation of economic life on 
a de-centralised and, wherever possible, on a co-operative basis; (h) 
setting up of general purchase and sales co-operatives for ensuring a 
planned supply of raw materials, implements and other accessories 
to producers and the organised marketing of their goods; in the initial 
stages, operations of the co-operative system in this direction will have 
to be supported by a state guarantee; (c) when legislation is enacted 
for the creation of a Co-operative Development and Warehousing Cor¬ 
poration, provision should be made to include within its scope the 
marketing of the products of village and small-scale industries; (d) 
for providing long-term credit, the agencies of State Finance Corporations 
should as far as possible be used and for this purpose a Cottage Indus¬ 
tries’ Section should be set up by each Corporation; (e) the Reserve 
Bank should have an overall responsibility for the programme of fin¬ 
ancing rural and co-operative industries in the same way as it now has 
in the sphere of agricultural credit; the State Bank of India should take 
an increasing interest in the financing of village and small-scale indus¬ 
tries; (/) a separate Ministry should be set up at the Centre, under a 
Minister with Cabinet rank, to deal with village and small-scale indus¬ 
tries; a Committee of the Cabinet should be appointed for co-ordinating 
the entire industrial policy of the Union Government. 

o: ie-~19 



290 


INDIAN ECONOMY—ITS NATURE AND PROBLEMS 


(iv) Negative Recommendations and the Restrictive Mea¬ 
sures: The restrictive measures recommended by the Committee may 
be divided into four general categories: (a) restriction on expansion of 
current production and reservation of spheres of production have been 
recommended for cotton weaving and hand-pounding of rice; the pro¬ 
tection given to the hand-pounding industry, by means of restrictions 
on current levels of production of rice mills, can be supported on the 
ground that the hand industry contains employment potential which 
can be effectively utilized during agricultural slack season but one 
cannot fully agree with the logic behind the Committee’s recommendation 
that “production by mills and power looms should be limited to 5,000 
million yards and 200 million yards respectively and all the increased 
demand (estimated at 1,700 million yards) during the Plan period, 
should be met by the expansion of handloom production”; two members 
of the Committee (Sri Nanjappa, Textile Commissioner, and Sri Nair) 
differed on this point on the ground that the handloom industry with 
its existing capacity will not be able to satisfy fully the additional de¬ 
mand for cloth; (b) restriction on expansion of productive capacity has 
been recommended for vegetable oil and leather industry \ as the oil in¬ 
dustry already has about 50 per cent of its installed capacity unutilized, 
the Committee recommended that “no new mills should be allowed 
to be set up except in areas where alternative methods of crushing oil 
seeds are not feasible”; with regard to leather industry, the Committee 
suggested that “no expansion of the capacity of large-scale units should 
be allowed in the Second Plan period; but a ceiling need not be placed 
on the utilization of unutilized capacities by existing factories”; (c) cess 
and differential excise duties have been recommended for cotton weavings 
hand-pounding of rice^ vegetable oils and leather goods; the Karve Commit¬ 
tee, in the course of explaining this part of their recommendations, ob¬ 
served that “the excise duty may be said to have three objectives:— 
the first is the raising of funds from the consumers of a product for 
rehabilitating a section of the producers of that product; the second 
is that of draining away from entrepreneurs in the advanced section, 
the extra profit that will accrue to them from national policy; the third 
objective or rather the result of the levy of excise would be the creation 
of price differentials in favour of small-scale village industry”. 

An Appraisal of Karve Committee’s Recommendations 

We certainly agree with the Karve Committee’s major thesis that 
any attempt to improve productivity, incomes and conditions of living 
of the great majority of people, engaged in village and small-scale indus- 
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tries would be a definite national advantage but what we fear is the 
proposal for carrying work to the door steps of village artisans. The 
expansion and development of village and small industries, based on 
this principle, would substantially reduce the mobility of labour and 
would certainly stand in the way of a progressive transition to efficient 
techniques in a later period. 

It should be remembered that corresponding to each stage of eco¬ 
nomic development there is a stage of technological advance. It may 
be that now, during the initial stage of development planning when we 
are busy building up heavy and key industries, cottage and small-scale 
industries, using old techniques, would better fulfil our objectives of 
providing employment opportunities and an increased supply of con¬ 
sumer goods. But as development would proceed, technological advance 
would have to be accomplished even in the field of consumer goods 
production. The type of consumer goods industry which seems to be 
necessary today would become unsuitable tomorrow. In other words, 
the village and small industries, protected now, would survive in the 
long run if they can reach new heights of efficiency. In a progressive 
expanding economy, these industries can reach a rising level of effi¬ 
ciency only by means of the introduction of better techniques and in¬ 
tensification of the application of capital. This means that if the process 
of development is to succeed, the cottage industries would ultimately have 
to be transformed into mechanised units using power and better techniques. 
We are afraid that too much protection in terms of restrictive measures 
would gradually block the horizons of village artisans so that later on, 
it would be extremely difficult to rescue them from the grip of antiquated 
methods of production. If this happens it will certainly jeopardise the 
process of developmental planning in India. To minimis e this danger 
potential, the government should give immediate attention to the imple¬ 
mentation of the positive measures recommended by the Karve Committee. 

If cottage and small industries are to play a distinct role during 
the process of planned development in India, they should be given 
brief, temporary protection. But in the meantime the government, by 
means of a radical policy, should take effective steps for helping these 
industries to achieve a continuously rising level of efficiency. This is 
because better technique and greater efficiency are the ultimate means 
of survival in a growing economy. Therefore, we think that cottage 
and small-scale industries should be given prominence mainly for pro¬ 
viding a temporary solution to our present pressing problems. In the 
meantime, however, every attempt should be made to re-equip and 
reorganise the units on modem lines. 
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Problems of Small Industries 

Most of the cottage and small-scale industries in our country are 
faced with a variety of problems which undermine their efficiency and 
stand in the way of their development and expansion. The most serious 
problem is connected with the high cost of production. Temporary pro¬ 
tection granted to some of the small industries is enabling them to tide 
over the difficult situation arising from high cost of production but, 
from the point of view of their ultimate survival, it would be necessary 
to increase efficiency, expand productive capacity and thereby reduce 
cost. A study of Japanese and Swiss small industries would help us to 
re-equip and reorganise our small industries. 

It should be noted that the competitive strength of most of the 
Japanese small industries results from common production cum colla¬ 
boration programme between heavy industries and small industrial 
units. Comparative cost studies have been made in Japan to show the 
superiority of integrated programmes of manufacture in certain indus¬ 
tries. In Japan the degree of dependence of some of the heavy indus¬ 
tries on the small contracting industries is quite high. For instance, the 
rolling stock industry depends for 77 per cent of the total cost on small 
units. In ship building the dependence is of the order of 70 per cent, 
in automobiles 62 per cent and in textile machinery 34 per cent. Japanese 
experience convincingly proves that such collaboration on the basis 
of common production programme, helps to cut down costs of pro¬ 
duction and is, therefore, economical. It is gratifying to note that our 
government is at present, through the agency of the National Small 
Industries Corporation, trying its level best to popularise the system 
of small units as ancillary to large industries mainly for reducing costs 
of production. 

The cottage and small-scale industries also suffer from other handi¬ 
caps. These are in respect of imperfect organizational set up, lack of 
technical knowledge, inefficient arrangements for marketing and sale, 
absence of standardisation and inadequate financial resources. It is ex¬ 
pected that the recently set up Small-scale Industries Service Institutes, 
National Small Industries Corporation, and the State Finance Cor¬ 
porations would go a long way in tackling these formidable obstacles 
in the way of development of small industries. 

Remedies Suggested by the International Planning Team (1954) 

The International Planning Team (sponsored by the Ford Foun¬ 
dation), which toured India to study problems of small indus¬ 
tries, submitted a Report in 1954. The following are the methods 
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suggested by the Team for revitalisation of small industries in 
India:— 

(i) Setting up of Special Institutions: The team recommended 
the establishment of 4 Multi-purpose Institutes of Technology to be 
situated geographically in a manner which would enable them to serve 
the entire country. The Team also suggested the setting up of a National 
School of Design to serve as a centre for creative studies in design and 
fashion, a Consumers' Service Corporation to provide satisfactory chan¬ 
nels of supply and reliable procurement service for Indian and foreign 
buyers and Export Development Offices (one each in Europe and North 
America) to promote and stimulate export of handicrafts and art products. 

(ii) Credit and Finance: The Team recommended that (a) Com¬ 
mercial Banks should delegate more authority to their branches for 
granting loans to small business; (h) the Co-operative banks should 
also provide financial assistance to small industries; (c) State Finance 
Corporations should be set up in all the states and these corporations 
should set aside a portion of their funds which is to be exclusively used 
by the small industries; (d) the system of loans against the security 
of real estate mortgages should be developed as this would immensely 
benefit the small industries. 

(iii) Co-operatives: Co-operative organizations should be estab¬ 
lished for procurement of raw materials and the marketing of finished 
products but the government should refrain from spoon-feeding such 
co-operatives. 

(iv) Marketing and Distribution: The Central Government 
should establish an autonomous Marketing Service Corporation for 
determining consumer demand through surveys and for encouraging 
producers to meet this demand. The Corporation should also be uti¬ 
lized for providing marketing news service to small business and the 
4 Multi-purpose Institutes should take a leading part in conducting 
this service. 

The recommendations of the International Team opened new 
vistas in the field of development and organization of small industries. 
The government has already set up 4 Multi-purpose Regional Institutes 
of Technology, a NationarSmall Industries Corporation and a Marketing 
Service Organization. These institutions are playing a distinct role in 
reorganising, revitalising and re-equipping our small industries. 

Government's Policy Towards Cottage and Small-Scale Industries 
(with Special Reference to First and Second Plans) 

Since independence the government’s policy to cottage and small- 
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scale industries has undergone a welcome change. The industrial Poli¬ 
cies of 1948 and 1956 assign a significant role to cottage and small 
industries in the overall programme of industrialization. The First 
Five Year Plan earmarked Rs. 30 crores for the development of village 
and small industries. The Second Five Year Plan’s basic strategy assigns 
a distinct role to village and small industries for whose development 
Rs. 200 crores are expected to be spent during the Plan period. 

( a ) Progress in the First Plan: Two important steps taken for 
the development and expansion of village and small industries during 
the First Plan period were: (i) the setting apart by the Central Govern¬ 
ment of substantial finance for the development of village and small 
industries and (ii) the building up of a network of all India Boards to 
deal with the problems of the ^ndloom industry, Khadi and village 
industries, handicrafts, small-scale industries, sericulture and the coir- 
industry. Towards the end of the First Plan period four Regional Small 
Industries Service Institutes, with a number of branch units, were set 
up for the puipose of providing technical services, advice and assistance 
to small business. The National Small Industries Corporation, for 
marketing the products of small-scale industries, was also set up during 
the First Plan period. 

(b) Basic Policies in the Second Plan : (i) The government during 
the Second Plan period intends to implement as far as possible the 
basic recommendations of the Karve Committee regarding the avoid¬ 
ance of technological unemployment and would provide as large a 
measure of increased employment as possible in traditional village 
industries. The Second Plan’s first year’s Progress Report reveals that 
15 new areas were selected during 1956-57 for intensive development 
of village industries. 

(ii) Industrial Policy Resolution of 1956, which serves as the main 
instrument for the implementation of the Second Plan’s industrial pro¬ 
gramme, emphasizes that the state policy, whenever necessary, will 
be to ensure that the village and small industries in the decentralised 
sector acquire sufficient vitality to be self-supporting and that their 
development is co-ordinated with that of large-scale industries. The 
extension of rural electrification and the availability of power at lower 
prices in future would considerably help toward the fulfilment of these 
objectives. In the meantime, the policy of protection to village and small- 
scale industries by means of restrictions on the volume of production 
in the large-scale sector and by differential taxation or by direct sub¬ 
sidies would continue. 

(iii) The Planning Commission is of the opinion that a network 
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of well-organised industrial co-operatives for supply and marketing 
will be necessary if a scheme of assured marketing, as envisaged by 
the Karve Committee, is to be experimented during the Second Plan 
period. It is hoped that the Service Co-operatives which are being now 
established all over the country will greatly facilitate this task. 

(iv) The Prograname to be imdertaken directly by the Central 
government during the Second Plan period for power-using small es¬ 
tablishments having a capital investment of less than Rs. 5 lakhs and 
employing less than 50 persons includes further extension of technical 
servicing through the Small Industries Service Institutes, the establish¬ 
ment of industrial extension service, the imdertaking of pilot projects in 
selected centres and organization of industrial estates in selected areas. 

(c) Progress in the Secxjnd Plan: The total expenditure on village 
and small industries during the first two years of the Second Plan has 
amounted to about Rs. 59 crores and it is expected that by the end of 
the third year outlay in this sector will amount to Rs. 91 crores. Out 
of 72 sanctioned industrial estates, 30 had been completed in the first 
three years of the Plan and 42 were under construction. For providing 
technical and marketing advice to small industries, 4 regional small 
Industries Service Institutes, 12 major Institutes, 2 branch Institutes 
and 27 Extension Centres had been set up by the end of 1957-58. One 
more regional Institute, two major Institutes and another 33 Extension 
Centres are expected to be set up during the course of 1958-59. 

Handloom Industry and Powerlooms—Government’s Policy 

The handloom industry, which was in a difficult position at the 
commencement of the First Plan, has received considerable support 
thus enabling it to step up production from 742 million yards in 1950-51 
to about 1,450 million yards in 1955-56. The official policy for hand¬ 
loom industry’s development during the Second Plan period should be 
specially analysed in the light of government’s recent decision for intro¬ 
duction of powerlooms in the decentralised sector and utilization of 
Ambar Charka for production of larger quantities of yam, required 
for handlooms. On the one hand, the government is encouraging the 
handloom industry by allocating to it the production of an additional 
1,700 million yards of cloth during the Second Plan period, by ensuring 
regular and increased supplies of yam (mostly produced by Ambar 
Charkas) and by continuing the rebates on the sale of handloom cloth. 
On the other hand, the government is gradually trying to implement 
the recommendation of the Kanungo Committee for the introduction 
of powerlooms. In other words, the government is attempting to ride 
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two horses at the same time and its policy is, therefore, encoimtering 
opposition from both handloom interests and powerloom owners. 

We are of the opinion that the change over to powerlooms is ulti¬ 
mately necessary for rationalising and rehabilitating the handloom indus¬ 
try. But it is also true that our handloom industry, accustomed for genera¬ 
tions to operating on a non-mechanical basis, would take time before 
mechanical processes can be appreciated and used. 

To sum up, small-scale and cottage industries constitute an inte¬ 
gral part of our national economy. The small establishments, containing 
the potentialities of arresting the mounting volume of imemployment 
and underemployment, are acting as ancillaries in course of develop¬ 
mental planning and playing an important role in stabilising the country’s 
economy. But if they are to survive in a dynamic age, they must re¬ 
equip and adapt themselves to better techniques. 



Chapter 21 


PROBLEMS OF SOME 
LARGE-SCALE INDUSTRIES 
With Special Reference to the 
Rationalisation Problem 


Even during the British rule, the modern organised sector of our 
economy contained some large-scale industries. These industries are 
being expanded and developed and new industries are being started 
in course of developmental planning in India. Therefore, it will be worth¬ 
while to examine the main problems of some of the large-scale industries. 

Cotton Mill Industry 

(a) Historical Perspective: The first cotton mill was set up in 
1818 in Calcutta but it was in 1854, with the establishment of mills in 
Bombay, that the industry made a real beginning. The cotton mill indus¬ 
try was granted protection in 1927 and during 20 years under protection 
it made considerable progress. Therefore in 1947 protection was with¬ 
drawn. The industry reached the height of its prosperity during the 
Second World War period when the supply of Japanese cloth totally 
stopped and large orders came from Allied armies. The peak production 
was reached in 1944 when 4,850 million yards of cloth were produced. 
Partition of India and Indo-Pakistan trade deadlock, after devaluation 
of the Indian Rupee in September 1949, made the supply position of 
raw cotton extremely diflScult and many mills had to close down tem¬ 
porarily. Since then, both imports and domestic supply of raw cotton 
have stepped up and cloth production increased considerably. Tliis 
improved situation helped the Government to abolish cloth control in 
July, 1953. In recent years, India is exporting a large quantity of cotton 
piece-goods to South East Asia and Middle East countries. For this 
purpose an export promotion organization has been recently established. 

(b) Change in Location: Upto 1920, the Indian Cotton Textile 
industry was localised at Bombay. The location factor of the cotton 
industry at Bombay in 1920 was 10 (/.e., the concentration of the industry 
at Bombay was ten times greater than in other regions). The perfect 
location factor for an evenly distributed industry is 1; so that, the devia- 
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tion from this norm (which measures the magnitude of the co-efficient 
of localisation) in the case of Bombay was 9. In recent years there has 
been a change in the location of the industry. The cotton textile industry 
has become more diversified with the setting up of new mills in North 
India and in Madras and Mysore, Bombay is now mainly engaged in 
the production of finer varieties of cloth which are less bulky and, there¬ 
fore, can easily be sent to markets situated in distant parts of the country 
without incurring excessive transport charges. The newly developed 
centres are mainly producing coarse and medium quality cloth and 
are catering to local requirements. 

(c) Main Problems: The Indian Cotton Textile industry presents, 
four fundamental problems; (i) the first problem arises from the exis¬ 
tence of about 125 inefficient and uneconomic units. Of these, 35 are operat¬ 
ing at a loss and about another 85 are working at marginal or only slightly 
above marginal efficiency. Unless something is done for economic opera¬ 
tions of these units, the overall development of cotton mill industry 
during the Second Plan period would be seriously hampered, (ii) The 
second problem springs from the possibility of diminishing productivity. 
When productivity declines, cost of production goes up which either 
reduces profit or puts a greater burden on consumer in the way of higher 
prices. In fact, the most pressing problem of the industry today is how 
best to combat this cost inflation. One way of doing so is to equip the 
mills with up-to-date machinery and thus secure the advantages of 
efficiency and economy in production. Rationalisation, quality control 
measures and time cum motion studies can help toward stepping up 
of productivity and reduction of production cost. Multiple-shift working 
can only be a temporary expedient and cannot dispense with the neces¬ 
sity of permitting the mills to put up new equipments so that they might 
be in a much better position not only to increase their output but also 
to offer their products at economic prices, (iii) The third problem is con¬ 
nected with export promotion. By the grant of protection, the govern¬ 
ment has reserved a large section of the home market for handloom 
industry but expects to promote textile exports to the target of 1,000 
million yards a year. Our planners envisage an average annual earning 
of Rs. 75 crores of foreign exchange through textiles during the Second 
Plan period. A mere announcement of intentions, however, does not 
amount to their realisation. If Indian products are to attain the same 
competitive power as those of other exporting countries, it is of vital 
importance that the industry should have access to foreign exchange 
on a liberal scale so that it might equip itself with up-to-date machinery 
without much delay. It should be noted that in recent times coimtries 
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like the Netherlands, West Germany, Italy and Spain have emerged 
as exporters of cotton piece-goods and woidd provide strong compe¬ 
tition to our textile products in the foreign markets. Unless the quality 
and standard of our textile goods improve and they are offered at a 
reasonable price, it would be difficult to compete with these countries 
and specially with Japan which by 1955 thoroughly re-equipped and 
rehabilitated her war-devastated cotton textile industry. It should be 
remembered in this connection that a considerable proportion of the 
machinery installed in Japan’s textile mills in the post-war period is 
new and automatic. This has enabled Japan to produce cloth capable 
of competing successfully in external markets both in price and quality. 
Pakistan has also been building up her cotton textile industry. It is ex¬ 
pected that Pakistan with her modem machinery, abundant raw cotton 
and cheap labour, will not only be in a position to satisfy her domestic 
demand but also to export sizeable quantities of cloth in the near future, 
(iv) The last problem is that of replacement of plant and machinery. If 
we are to reduce cost and increase the efficiency of the industry, rationa¬ 
lisation by means of replacement of plant and machinery becomes an 
urgent necessity. During the Second World War, apart from overworking 
the machinery, proper maintenance was neglected because of difficulties 
in obtaining spare parts and, therefore, the rate of depreciation was 
markedly high. An estimate, made by the Bombay Mill Owners Asso¬ 
ciation in 1950, has revealed that 90 per cent of the machinery in the 
Bombay mills were more than 25 years old. Appreciating the urgency 
of the problem, the technical subcommittee of the Working Party for 
the Cotton Textile Industry (1950) observed that most of the machine¬ 
ries in the older mills were obsolete in design and completely worn 
out and should be replaced by modem equipments as soon as possible. 
It is evident that operation with such machineries would result in higher 
cost and poor quality of product, not to speak of the increased strain 
on the workers. The Working Party further suggested that the process 
of rehabilitation and renovation would have to be spread over 10 or 
15 years so as to avoid having to pay abnormal prices for plant and 
machinery and to regulate timely deliveries of the same. It also pointed 
out that the reserves available with the industry were not commen¬ 
surate with the requirements of such a large task and that the govern¬ 
ment shoiild assist the industry by advancing loans at 4 per cent interest. 
Since the Working Party reported in 1950-51, a good deal has been said 
and written about the rationalisation and modernisation of the textile 
industry and yet no worthwhile progress has been made in that direction. 
It is difficult to see how the enormous arrears of plant rehabilitation 
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and modernisation can be made good, unless the Government adopts 
a positive and firm attitude in the matter and encourages the industry 
to go ahead with this long-delayed but essential reform. 

( d ) Recommendations of the Joshi Committee (1958): The Govern¬ 
ment appointed in May 1958 a special committee, with Mr. D. S. Joshi, 
Textile Commissioner, as Chairman, to enquire into the condition of 
the textile industry and to suggest necessary remedial measures to over¬ 
come the difficulties of the industry, (i) The Joshi Committee studied 
the effects of the pruning of the excise duty on textiles by the Govern¬ 
ment in late 1957 and early 1958 came to the conclusion that it was 
too little and suggested that the duty should be further scaled down. 
Effect was given to this recommendation in July 1958. It is true that 
the total relief afforded to the industry by these reductions amounts 
to a little over Rs. 20 crores per annum, but, impressive as this figure 
is, the burden is still high, (ii) On the important question of modernisa¬ 
tion of plants and equipments, the Joshi Committee was unable to cut 
through the cobweb of the accepted official view according to which 
rationalisation can be permitted only on the condition that workers 
rendered idle as a result are provided with alternative employment. 
All that the Committee could say was: “Every case of replacement 
(of machinery) will have to be judged on its merits both from the stand¬ 
point of the interests of the national economy as well as in the interests 
of the textile industry. Rather wooly an approach which would tend 
to delay the process of replacement of plant and machinery, (iii) The 
Joshi Committee recommended that, as an experimental measure, about 
3,000 automatic looms should be allowed to be installed by mills with 
the object of producing cloth exclusively for export. In its announcement 
of 31st October 1958, the Government permits the exporting mills to 
import their requirements of textile machinery, including automatic 
looms of the type not manufactured in India, provided payment for 
the equipment is spread over a period of five years. The entire output 
from the new looms should, however, be exported. In addition, the 
exporting mills should undertake to export at least 50 per cent of their 
present sendings. It is difficult to see why this rigid condition is consi¬ 
dered necessary, specially when the Joshi Committee remained silent 
on it. One also wonders whether the present official policy as regards 
machinery imports is helpful for the full realisation of this goal. We 
feel that it will be extremely difficult for our exporters to give any such 
undertaking, specially, in view of the uncertainties prevailing in the 
export market. 

(e) Review of Government’s Policy: When the draft of the 
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Second Plan was presented to the nation in February 1956, it was ob¬ 
served, “the output targets for mill yarn and mill cloth are at present 
under consideration.” The final version of the Second Plan simply 
stated that “overall targets for cloth and yarn production have been 
envisaged at 8,500 million yards and 1,950 million lbs respectively by 
1960-61.” The Second Plan optimistically hoped that “the spindleage 
already installed and licensed for installation is sufficient to produce 
1,950 million lbs of yam.” 

As against the per capita availability of about 16 yards of cloth in 
1955-56. the target in the Second Plan for 1960-61 has been put at 18.4 
yards. This fixation of target was in accordance with the Kanungo 
Report’s recommendation and the Khadi Board’s progra mm e The 
upgrading of per capita cloth consumption to 18.4 yards would mean 
that in 1960-61 we shall require 7,500 million yards for home consump¬ 
tion. If this is added to the export target of 1,000 million yards, our 
total requirement would rise to 8,500 million yards in 1960-61. Thus 
the problem is how to step up production from about 6,800 million 
yards (in 1955-56) to 8,500 million yards (1960-61). This point becomes 
specially significant when we note that during 1958, due to high produc¬ 
tion costs, heavy taxation and obsolete machinery, the fall in the output 
of cotton mills was quite perceptible. 

For achieving this increase of 1,700 million yards, three lines of 
action have been suggested. The first line of action places minimum 
reliance upon ‘Ambar Charka’ for additional yam supplies and expects 
that handlooms alone would produce all the extra cloth required. Some 
of the proponents of this line of action fully agree with the Kanungo 
Committee’s proposal for the conversion of handlooms into power- 
looms. (It should be remembered that the Kanungo Cominittee suggested 
the pegging of mill cloth output at 5,000 million yards per annum and 
favoured the replacement of plain looms by automatic looms at the 
rate of 5,(X)0 a year in the next 20 years.) The Second line, proposed 
by the Khadi Board and supported by Sri Gulzarilal Nanda, would 
like to peg mill cloth production at 5,000 million yards and powerloom 
cloth production at 200 million yards. It also wants to restrict the present 
supply of mill yam to handlooms at the level of 350 million lbs. It ex¬ 
pects that the additional yam, estimated at 908 milUon lbs, required 
for the fulfilment of the Second Plan target of cloth production, should 
come from the ‘Ambar Charka’. The third line, advocated by the mill 
industry, considers the target of 18.4 yards of cloth per capita in 1960-61 
an underestimate and would like to upgrade it to 20 yards. The propo¬ 
nents of this line of action are of the opinion that because of organiza- 
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tion difficulties and high cost of production, the handlooms alone are 
unlikely to fulfil even the target of 1,700 million yards (on the basis of 
18.4 yards per capita consumption). Therefore for achieving this target 
of 1,700 million yards and for satisfying an additional demand which 
could be created by higher consumption (20 yards per capita consump¬ 
tion) greater reliance should be placed on the mill industry which should 
be kept free from rigid ceilings. 

It is important to remember in this connection that the first two 
years of the Second Plan (1955-56 to 1957-58) were of considerable 
stress and strain to the Indian cotton mill industry. Apart from the 
continued retention of control—quantitative and qualitative—on pro¬ 
duction of certain varieties of cloth which did much harm to the cotton 
mills, the rigorous impact of the steep increase in excise duty on cloth 
(announced on 1st September, 1956) was acutely felt by the industry. 
This produced a stiff consumer resistance in internal markets which 
forced the mills not only to bear the whole of the enhanced tax burden 
but themselves to lose heavily by way of a fall in prices. The Govern¬ 
ment became aware of the need for pruning the excise duty only late in 
December 1957, when the industry had already been caught firmly in the 
grip of a crisis. The reduction of the duty in December was, however, 
confined to only medium goods. In March 1958, it was again reduced 
—this time the concession embracing all categories of cloth. In July 
1958, the Government, acting on the recommendations of the Joshi 
Committee, further scaled down excise duties. The calamities affecting 
the industry have distinctly shown that if fiscal measures are pushed 
too far, the result can only be diminishing returns. The outlook of the 
industry on the whole in spite of the present troubles—^is for expansion. 
We feel that a scientific pattern of fiscal measures, a progressive outlook 
over modernisation and a realistic export promotion policy will be able 
to retrieve the fortunes of India’s cotton textile industry and set it on 
its onward march. 

Jute Mill Industry 

(a) Historical Perspective: The jute industry, localised in Calcutta 
and its suburbs, developed without protection because of easy availability 
of Bengal jute, adequate finance from British managing agents and 
port facilities of the Calcutta harbour. Depression of the thirties pro¬ 
vided a rude shock to the industry but with the World War //, the industry 
not only recovered but reached new heights of prosperity. This was due 
to large orders for gunny bags coming from army authorities and the 
civil population. The Partition gave a severe blow to the industry be- 
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cause raw jute supply from East Bengal was substantially reduced and 
new mills were gradually set up in Narayanganj and Dacca. With a 
vigorous drive for increasing home production of jute, with the use 
of substitute like ‘mesta’ and with trade agreements with Pakistan, 
the situation considerably improved during the concluding stages of 
the First Plan. In the meantime, advantages also accrued from the rapid 
decline in the unofficial exchange value of the Pakistan rupee and Pakis¬ 
tan’s decision to abolish the discriminatory duty she had been levying 
on jute exports to India since 1951. 

During the First Plan period, export duties were constantly kept 
under review and were progressively reduced from time to time. In 
August 19SS, immediately after Pakistan’s devaluation of her rupee, 
export duties were completely abolished to offset the advantage gamed 
by the Pakistan jute manufacturing industry as a result of devaluation. 

(6) Problems of the Industry: The main problems facing the 
industry are the following: (i) Raw Material Shortage —This was the 
most serious problem after partition because 80 per cent of the jute 
growing areas were included in Pakistan. It was expected that with 
the extension of jute growing areas and with the drive for self-suflfi- 
ciency in raw jute, domestic production would increase from 3.3 million 
bales in 1950-51 to 5.1 million bales in 1955-56. But the Second Plan 
Report shows that during the last year of the First Plan period only 
about 4.8 million bales of raw jute were produced most of which, grown 
on marginal lands, were of poor quality. It has been decided that during 
the initial stage of the Second Plan, more emphasis should be placed 
on the production of high quality jute and the target of 5.5 million 
bales should be achieved by 1960-61. The requirements of the industry 
for raw jute have been estimated at 7.2 million bales. Therefore, even 
if the target of 5.5 million bales is reached, there would be a shortage 
of about 1.7 million bales. It is expected that this shortage would be 
met both by imports and by the use of substitute fibres like “bimli” 
and “mesta”. It is heartening to note that present indications are such 
that we may hope to attairi self-sufficiency in raw Jute by 1959-60. During 
1957-58, raw jute production was extraordinmily good. Therefore it 
was necessary to import only between 600,000 and 700,000 bales of 
jute from Pa^stan to bridge the gap between India’s total requirements 
of fibre and her indigenous production. The view is widely held that by 
1959-60, this gap will be completely closed. It is equally reassuring to 
note that in April 1959, India resumed export of raw jute after a lapse 
of 10 years. The export has been resumed on the Union Government’s 
recent decision to ^ow shipping of a limited quantity of jute throu^ 
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the State Trading Corporation. Now that self-sufficiency has been al¬ 
most achieved, the time has come to concentrate endeavours on improv¬ 
ing the yield and quality of the fibre and ensuring fair prices for the 
cultivators. 

(ii) Modernisation of Plant and Eqtdpment —The existing machinery 
of the Indian jute industry is to a large extent worn out and obsolete 
with the result that production is inherently uneconomic and cannot 
be sustained for long without modernisation. In the Continental countries, 
rapid expansion and re-equipment of the jute mill industry have taken 
place in the post-war period. A number of countries like South Africa, 
Brazil, Philippines and Japan has started building up jute manufac¬ 
turing industry with entirely modern equipments. Pakistan, with new 
mills coupled with the availability of high quality jute, most modem 
machinery and relatively cheap labour, is also expected to offer stiff 
competition in foreign markets. Unless we modernise our plants and 
equipments and reach a level of competitive efficiency it will he dijficult 
for us to compete willi lower-priced jute goods produced by new mills 
set up in Pakistan and other foreign countries. Since the Indian industry 
is dependent primarily on foreign market, it is urgent that we modernise 
and re-equip our industry as quickly as possible. Up to 1954, the leading 
jute mills met the cost of their modernisation programme from their 
own internal resources and by raising debenture capital. As regards 
further requirements, the National Industrial Development Corporation 
in 1955 announced its decision to advance loans to mills for the imple¬ 
mentation of the modernisation schemes. Up to the end of June 1958, 
the N.I.D.C. had received applications from 34 mills for loans aggre¬ 
gating Rs. 8.41 crores, of which 17 mills were sanctioned an aggregate 
sum of Rs. 3.38 crores. (iii) Problem of High Price and the Emergence 
of Substitutes —After Partition, a marked increase in the price of raw 
material substantially raised cost of production. Delay in the imple¬ 
mentation of rationalisation and re-equipment programmes raised 
cost of production further. In the face of this cost inflation, many sub¬ 
stitutes for our jute products cropped up. Sisal hemp of Philippines, 
kenaf of West Indies, were increasingly used in foreign countries as 
substitutes for jute. The industry had to face stiff competition in the 
open market from the paper bag industry which was equipped with 
the most modem machinery and also from cloth bags. Bulk handling 
of goods, particularly in the U.S.A., also affected the demand to some 
extent. In 1949,1.J.M.A. sent a three-men Mission to U.S.A. to study the 
problem of substitutes. The Mission recommended a 25 per cent slash¬ 
ing of price of jute products. But this could not be accomplished, instead, 
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a Publidty Bvireau was set up at New York for popularising and boost¬ 
ing the sale of jute products in America. It should be noted here that 
during 1956-57, due to speculative activities, there was a marked de¬ 
cline in the prices of jute goods. The fall in prices, if allowcA to continue, 
would have adversely affected not only the finances of the mills but 
also India’s foreign exchange earnings. To meet the situation, the mem¬ 
bers of the in February 1958, introduced a set of minimum prices 

for jute goods. The floor prices thus fixed were more realistic in the 
prevailing market conditions, and they afforded exporters every oppor¬ 
tunity of quoting competitive prices in overseas markets. 

(c) Recommendations of the Jute Enquiry Commission of 1954 ; 
The Jute Enquiry Commission, with Mr. K. R. P. Iyengar as Chaims, 
submitted its Report to government in May 1954. The Commission 
made the following important recommendations:— 

(i) setting up of a Development Council for the jute manufac¬ 
turing industry; . . , 

(ii) postponing the erection of new jute mills as there was much 

unused installed capacity; 

(iii) modernising and re-equipping the industry; 

(iv) aiming not at absolute but relative self-sufficiency as regards 
raw jute so that the industry can import from Pakistan such 
varieties of jute which are not grown in sufficient quantities 
in India; 

(v) introducing zonal distribution system and prescnbmg mim- 
mum prices for raw jute; 

(vi) granting of relief by the government in the form of tax ex¬ 


emption. . 

In December 1954, Government of India in a resolution announ¬ 
ced that it had accepted the recommendation of the Jute Enquiry Com¬ 
mission that the erection of new jute mills should not, as a rule, be 
nermitted because of the existence of much idle capacity in the existmg 
units of the industry. The objective should be to ensure the fuller uti¬ 
lisation of the existing capacity. Another recommendation accept^ 
by the government is that special attention should be pmd to q^hty 
oroduction and intensive cultivation in future efforts to produce a hi^er 
proportion of the country’s requirement of raw jute. In fact, to emphasis 
E quality production and intensive cultivation is also to ^ found m 
to jute priuction programme of the Second Five Year Plan. 

The Commission had recommended that a Jute Commissioner, 
anoohited by the government should indicate fair prices for raw jute 
i^nsultatiL with a Board consisting of miff mterests, all sections 
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of trade, banking and finance representatives and nominees of the 
Stdte government. The Commission had also observed that statutory 
price control would be at present inadvisable. The government agreed 
with the Commission’s view on statutory price control but was doubt¬ 
ful whether the publication by a Jute Commissioner of the fair parity 
price of raw jute would have any tangible effect on prices, which in 
the absence of control, must be determined by the working of the ordinary 
market forces. The government, therefore, considered that there was 
no immediate necessity for setting up a Jute Board to advise it on prices. 
But the government promised to take up this question at a later stage 
for ascertaining whether the creation of a Jute Board would be useful 
for solving many acute problems, confronting the industry. 

{ d ) Recent Trends: The story of Indian jute industry during 
the decade—1947 to 1957—has been one of determined struggle for 
existence. After ten years of grim struggle to fight the heavy odds, the 
jute industry faced the year 1958 with a quiet sense of optimism that, 
having seen the worst, it would be possible to maintain its position as 
one of the most important foreign exchange earner of India. Looking 
back, we find that the year 1956 began rather imder good auspices for 
the industry. As a result of this, in January 1956, per cent of the 
looms, sealed previously, were released. Another 5 per cent of the sealed 
looms were allowed to work from February 1956. This appreciably 
increased production. But stocks began to accumulate because the 
anticipated improvement in exports did not materialise. Therefore, 2*/2 
per cent of the looms were resealed in July and another 5 per cent in 
September 1956. Thus by the end of the year, the position that prevailed 
in the beginning of the year was restored and the jute industry operated 
as before with 48 hour working week and with 12*/g per cent of the 
looms sealed. But during 1956, the industry increased its efficiency 
as modernisation of 21 mills at a cost of Rs. 15 crores was accom¬ 
plished. In the year 1956, the mills were faced with accumulating stocks 
due to larger production forced on it by the government, falling prices 
of manufactured goods and rise in raw material prices and other pro¬ 
duction costs. As a result of this, the mills sustained heavy financial 
losses. The year 1957 also proved to be no more prosperous for them. 
For the year was one of still higher prices for raw jute, lesser volume 
of domestic sales and lower production of jute goods. But to a large 
extent, the fall in domestic offtake was made good by some improvement 
in exports. It is heartening to note that 1958 was a better year for the 
jute industry. During 1958, near self-sufficiency condition was reached 
in the sphere of raw jute production. Manufacture of jute goods wa^ 
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concentrated in the more efficient units of the industry by closure of 
the uneconomic units and transfer of the looms to other units. The in¬ 
dustry made a big stride during the year in further strengthening its 
competitive position by means of modernisation and rationalisation 
programmes. Minimum prices were introduced for jute goods in February 
1958 with the purpose of curbing speculative activities which were bring¬ 
ing down prices. The most notable feature of the finished goods market 
was the steadiness that prevailed in the hessian sector compared with 
the weak sacking sector. The export trade in hessian was quite steady 
during 1958 but this was not so in the case of sacking. The demand for 
sacking declined mainly as a result of the U.S. business recession of 
1957-58. On the whole, it can be said that from a trading point of view, 
the year 1958 has been reasonably satisfactory for the Indian jute mills 
and it appears that the jute industry is now in a better position than 
before. 

Coal Mining Industry 

(a) Production Problems; The coal mining industry made a 
remarkable increase in the production of coal during the twentyfive 
years between 1930 and 1955. From 24 million tons in 1930 it reached 
a level of 38 million tons by 1955. It has been estimated that by the end 
of the Second Five Year Plan, India’s requirement of coal will be in the 
neighbourhood of 60 million tons. Therefore the target set for 1960-61 
ii.e. the last year of the Second Plan) is 60 million tons, as against 38 
million tons in 1955-56. With 1958-59 production at 44.8 million tons, 
the coal industry is faced with the difficult task of increasing its output 
by about 3.3 per cent within the limited period of two years. Although 
the output of coal has continually increased and is expected to rise rapidly 
during the Second Plan period, the Reports of the Indian Coal Field’s 
Committee (1946) and the Working Party on the Coal Industry (1951) 
would remind us that the productive efficiency of the coal mining indus¬ 
try has remained low. These two Committees have recommended early 
mechanisation of the coal mining industry. 

The Working Party on Coal Industry made the following impor¬ 
tant recommendations in 1951: (i) Mechanisation: —Mechanisation 
is an urgent necessity because it provides the only real means of secur¬ 
ing quickly and on a planned basis a large increase in production. But 
as mechanisation can be successful only in collieries producing at least 
10 thousand tons of coal per month, therefore, smaller collieries should 
be amalgamated. An industry for producing coal mining machineries 
should be started in India, (ii) Conservation of Metallurgical Coqlfy^ 
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As the resources of good quality coking coal are limited, Coal Mines 
Stowing Act should be amended in a manner which would help towards 
the conservation of good quality metallurgical coal, (iii) Zonal Production: 
—Production on a zonal basis is required for achieving rationalisation, 
better distribution and for the development of areas situated far from 
the coal fields. 

( h ) Economic Price for Coal: During the initial stages of the 
Second Plan, the general index of wholesale prices recorded a steep 
rise. The prices of basic controlled commodities, such as cement and 
steel, also rose by more than 50 and 100 per cent respectively. But coal 
prices during the same period have risen only to the extent of 20 to 25 
per cent. The coal industry has to accommodate within its restricted price, 
the higher prices of materials, machinery and also higher labour charges 
—all of which enter into its cost of production. Following the Award 
of the All India Industrial Tribunal (Colliery Disputes) in May 1956, 
increase in coal price by Rs. 3 per ton in the case of West Bengal and 
Bihar was permitted to compensate for the increase in workers’ wages. 
Small ad hoc Tevisions in prices were announced—one in July 1957 
and two other in May and October 1958. These revisions, though it 
brought some relief to the industry, could not fully satisfy the indus¬ 
try’s demand for economic price. The industry maintained then and still 
maintains that these revisions were insufficient for meeting rising costs. 
This is an important problem; we are of the opinion that instead of 
revising the price of coal in small doses, the government, in consul¬ 
tation with an expert body, should try to fix an economic price for coal 
which would remain in force during the remaining years of the Second 
Plan. Constant price revisions of strategic cum basic commodities give 
momentum to the wage-price inflationary spiral and produce a ‘jerky’ 
type of inflation which is detrimental to planned growth. To go into 
the question of coal prices, the Government, in May 1957, set up a 
Coal Prices Revision Committee. It is understood that this Committee 
has accepted the coal industry’s claim for price increase on the grounds 
of rising cost of production and reduced return on capital. The increase 
in coal prices will, however, depend on how far the Committee’s intri¬ 
cate and numerous recommendations are eventually accepted by the 
Government. 

(c) Coal Programme in the Second Plan: The major commit¬ 
ments in the Plan include the establishment of 3 new steel plants besides 
the expansion of two existing plants at Tatanagar and Bumpur, the 
establishment of a network of thermal power stations and an extension 
and improvement of railways. For these and other projects it has been 
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estimated that 22 million tons of coal would be required during the 
Second Plan period over and above the 38 million tons output of 1955. 
For the achievement of this target of 60 million tons of coal production, 
it is expected that the public and private sectors would work hand in 
hand. It should be noted here that private enterprise owns a very large 
proportion of the coal industry and accounts for 88 per cent of India’s 
total production; the remaining 12 per cent is produced in the public 
sector by the National Coal Development Corporation and the Singareni 
group of collieries. 

It was tentatively decided that of the additional production of 22 
million tons, envisaged in the Second Plan, 12 million tons should come 
from collieries in the public sector, and the remaining 10 million tons 
should be raised by the private sector from their existing workings and 
from new pits in adjoining areas. But in a Reappraisal of the Second 
Plan, the Planning Commission estimates that, on the basis of present 
approved programmes, the public sector will contribute about 8.5 million 
tons of additional production by the end of the Second Plan period. 
The private sector, it is stated, seems likely not only to achieve its target 
of 10 million tons of additional production but also to exceed it slightly. 
*‘Over the Plan period as a whole in terms of the existing programmes”, 
according to the Planning Commission, “it now appears that there might 
be a shortfall of about 3 million tons in coal production against the 
target of 60 million tons.” Nevertheless, consideration is now being 
given to the Third Five Year Plan and a tentative target of 100 million 
tons of coal has been mentioned. 

Rationalisation in Cotton, Jute and Coal Mining Industries 

The Union Ministry of Labour and Employment prepared in June 
1957, a model agreement to guide employers in regard to rationalisa¬ 
tion. This was a move in the right direction as rationalisation is an 
urgent necessity in most of our industries. The 1957 draft agreement 
provides for mutual consultation and co-operation between manage¬ 
ment and labour and facilitates implementation of rationalisation schemes 
in various industries. Nevertheless, it appears that the official view 
is that rationalisation will only be permitted on the condition that 
workers rendered idle as a result are to be provided with alternative 
employment. 

Rationalisation means reorganization and reorientation of pro¬ 
duction and distribution methods. It implies full utilization of the ex¬ 
isting plant capacity, modernisation of machinery and organization of 
men and materials so as to increase production and eliminate wastes. 
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Rationalisation increases efficiency^ lowers cost, stimulates demand and 
expands the market for the product by offering it at a lower price. From 
these points of view, rationalisation would be definitely advantageous 
for our cotton mill, jute textile and coal mining industries. 

The present opposition to the introduction of rationalisation through 
labour saving equipments arises mainly from the fear that it will aggra¬ 
vate the unemployment situation. But it should be remembered that 
this unemployment bogey dan cause anxiety only in the initial period 
of rationalisation. Ultimately under the stimulus of new demand and 
new markets, the industry is bound to expand and this would enable 
it to provide more employment opportunities. The problem of small 
temporary unemployment should not induce us to postpone rationali¬ 
sation of our cotton textile, jute and coal mining industries. Rapid 
growth of these industries requires that they operate with lower cost 
on a higher level of efficiency. In fact, higher efficiency and lower cost 
are the pre-conditions of development of these industries and rationali¬ 
sation holds the key to such development. 

We shall now consider the problems of rationalisation in cotton 
textile, jute mill and coal mining industries:— 

(i) Cotton Textile Industry: Technical experts have calculated 
the effective life of a textile machinery to be about thirty years. Most 
of the machines were acquired by the Indian Textile Industry in 1927 
when protection was granted. Therefore, by now most of these equip¬ 
ments have become worn out and obsolete. Rationalisation should 
be immediately undertaken in the textile industry for the replacement 
of these old machineries by modern plants and equipments. In July 
1958, the Joshi Committee, while reviewing the problems of India’s 
Cotton textile industry, remarked that “a large majority of machines 
existing today were installed more than 40 years back and have outlived 
their usefulness,” but could not go beyond suggesting that “every unit 
of the industry should produce varieties which can be manufactured 
efficiently with the equipment and facilities available at that unit.” If 
rationalisation is not introduced, Indian cotton textiles, offered at a 
comparatively higher price, would be eventually pushed out of the 
export markets. Rationalisation is an immediate necessity for making 
the industry stable and efficient and for the maintenance of the export 
markets. 

(ii) Jute Industry: As we have already seen Pakistan, Brazil, 
Philippines and other countries have established new jute mills and 
are, therefore, in a position to offer jute products at a lower price. Un¬ 
less the Indian jute industry implements immediately a comprehensive 
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programme of rationalisation, it would be difficult for us to compete 
with the lower-priced jute products of Pakistan and other coimtriesv 
The Jute Enquiry Commission Report of 1954 stressed on the necessity 
of immediate rationalisation of jute mills with the purpose of replace¬ 
ment and modernisation of plants and machineries. It now appears 
that the Government is also gradually realising that the jute industry’s 
future depends on the progress of rationalisation and modernisation 
of mills. It is gratifying to note that the Union Labour Ministry set 
up, on the recommendation of the Indian Labour Conference held at 
Naini Tal, a tripartite industrial Committee for the jute industry for 
reviewing the position of the industry with special reference to rationali¬ 
sation and the consequent closure of mills. This Committee recommended 
that the ad hoc Tripartite Committee, appointed by the West Bengal 
Government in August 1957 for outlining a phased programme of rationa¬ 
lisation, should be converted into a special committee to see that rationa¬ 
lisation is undertaken in the jute mills without adverse repercussions 
on the employment front. Along with the process of rationalisation, 
the industry made good progress with its modernisation programme, 
thanks to the financial assistance rendered by the Mational Industrial 
Development Corporation. The N.l.D.C. sanctioned, up to the end 
of June 1958, an aggregate sum of Rs. 3.38 crores to 17 mill s. The process 
of modernisation, for which these loans will be utilised, is expected to 
result in the replacement of about 50 per cent of the old spindles. Side 
by side, efforts are also being made to manufactiire modem jute mill 
machinery within the country as this would save foreign exchange and 
accelerate the implementation of the modernisation cum rationalisation 
programme. 

(iii) Coal Mining Industry: The Report of the Working Party 
on Coal Industry .(1951) probed into the problem of rationalisation 
cum mechanisation of the coal mining industry and recommen¬ 
ded that programmes of mechanisation cum rationalisation should be 
introduced in the bigger collieries for increasing productive efficiency. 
At present, with the coal industry’s persistent demand for a realistic 
revision of coal price, the problem of rationalisation has assumed added 
significance. If an effective programme of rationalisation is immediately 
implemented in the privately-owned coal mines, cost of production 
would be lower, productive capacity would rise and efficiency would 
mount up. Rationalisation would help towards replacement and expan¬ 
sion and enable the collieries in the private sector to exceed the target 
of 10 million tons additional coal production during the Second Plan 
period. 
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Sugar Industry 

( а ) Historical Perspective: Tariff protection was granted to 
the sugar industry in 1933. There was phenomenal expansion of the 
industry, so that by 1936-37 India became self-sufficient in the field 
of sugar supplies. But from 1937 to 1942 the industry lapsed into a 
state of stagnation because of overproduction. With the entry of Japan 
into the World War, in 1942, there was a marked increase in the demand 
for Indian sugar from Allied countries. But on the domestic front, mainly 
due to transport bottle-necks, a sugar famine developed diuing the 
war. Consequently the government was forced to introduce sugar control. 
Controls, inadequate transport facilities and other difficulties stifled 
production and encouraged blackmarket activities. In November 1952, 
the government decontrolled sugar. After decontrol, there was a sudden 
spurt in the demand for sugar and the actual consumption also showed 
an upward trend. To meet the increasing demand, the government 
had to import sugar after a lapse of about 15 years. This, however, 
completely changed the outlook for the industry, which after a prolonged 
period of stagnation, was once again able to undertake plans for rapid 
expansion and development. To bridge the wide gap between demand 
and production, large quantities of sugar had to be imported during 
1953-54. But because of the adequate opening stocks of sugar on Novem¬ 
ber 1, 1955 (0.542 million tons) and the biunper sugarcane crop, the 
government decided not to purchase any more sugar from abroad during 
1955-56. In fact, about 38,000 tons of sugar was exported during 1957-58. 
Unfortunately, during 1957-58 the sugar industry was not able to maintain 
the upward trend in production which it showed since the decontrol 
of the commodity in 1953. After doubling Us production in four years 
from 10.01 lakh tons in 1953-54 to 20.26 lakh tons in 1956-57— the industry 
recorded a slight decline in production during 1957-58. The Production 
figure for 1957-58 stands at 19.75 lakh tons. 

(б) Change in Location: Sugar industry was origittally localised 
in U.P., Bihar and other northern areas. In fact, in 1936-37, 85 per cent 
of the Indian sugar came from U.P. and Bihar. The industry 
developed in the north because of easy availability of capital and 
enterprise and because of extensive cultivation of sugarcane as a com¬ 
mercial crop in northern India. 

In the recent past, there has been a trend towards the development 
of the industry in the south (Bombay, Madras, Mysore and Andhra). 
In Madras State there are at present four big sugar factories including 
a new 1,200 ton factory which started operating from the middle of 
January 1956. In Andhra, there are eight medium-sized factories and 
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in Bombay, twelve large and medium-sized factories. In the south, 
production efficiency of the mills are higher and cost of production 
is lower than in the north. Southern sugar mills have their own farms 
where sugarcane is grown and this facilitates the crushing of the canes. 
Moreover, imder the tropical climate of the south, the yield of sugar 
from the cane is 1 to 2 per cent higher than in the subtropical climate 
of the north. Southern mills use their by-products in an economic man¬ 
ner, utilize modem machineries and are more efficiently organised than 
the mills in the north. Therefore, one would not be surprised if, in future 
years, a significant portion of the total output of sugar comes from the 
south. 

(c) Problems of the Industry: Sugar industry faces the following 
formidable problems in its way of expansion and development:— 

(i) Shortage of Cane Supply —This is specially true in the north. 
The sugar factories in U.P. and Bihar are situated so near each other 
that there is keen competition between them for cane. This makes the 
shortage problem more acute and raises the price of cane. The sugar 
season has also become shorter in U.P. and Bihar because the cane 
cultivators are anxious to sell their crops as early as possible and, there¬ 
fore, take no action for phasing the harvesting season to suit the require¬ 
ments of the industry. This has also aggravated the cane supply short¬ 
age problem. But during 1956-57, the first year of the Second Plan, 
the production of sugarcane registered substantial rise from 59.32 million 
tons in 1955-56 to as much as 66.89 million tons in 1956-57. This up¬ 
ward trend, however, could not be maintained during 1957-58 as a 
result of a distinct setback to the sugar cane crop, particularly in U.P. 
and Bihar. The final estimate of the cane crop for 1957-58 places the 
aggregate production at not more than 64 million tons. Consequently 
the aggregate quantity of sugar produced in 1957-58 was 19.75 lakh 
tons, as against 20.26 lakh tons in 1956-57. 

(ii) Modernisation and Technical Efficiency —^The continuous in¬ 
crease in consumers’ demand for sugar since 1953 is stimulating the 
sugar mills to undertake expansion and development programmes. 
The Development Council for the Sugar industry has recently estimated 
that the cost of replacing old machinery and modernising existing factories 
wotild be about Rs. 50 crores. We think that it would be desirable 
to expand uneconomic units to an economic level at the time of replace¬ 
ment of the machinery, provided increased sugarcane supplies can be 
made available in each case. Most factories would, however, find that 
they are unable to cany out extensive programmes of renovation and 
modernisation of plants and equipments because of higher rates of 
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taxation and lack of reserve funds. As in the case of jute industry, the 
National Industrial Development Corporation should provide financial 
assistance to the sugar mills for undertaking the backlog of replacements 
and modernisation. 

{d) Under the Five Year Plans: In the First Plan the original 
target of sugar production was put at 1.5 million tons. Due to sudden 
increase in demand after decontrol in November, 1952, the government 
revised the target of sugar production from 1.5 million tons to 1.8 million 
tons. In the last year of the First Plan, the industry produced 1.86 million 
tons of sugar and thus exceeded even the revised target of 1.8 million 
tons. Under the Second Five Year Plan, the target of sugar production 
has been fixed at 2.25 million tons. This represents an increase of 450,000 
tons over the First Plan’s target. The Second Plan also provides for 
higher target of sugarcane production at 77 million tons, as against 
the target of 61 million tons fixed for the First Plan. 

Iron and Steel Industry 

(flf) Historical Perspective: With tlie establishment of the Tata 
Iron and Steel Company at Sakchi, Bihar in 1907, the iron and steel in¬ 
dustry made a real beginning. Later on two other manufacturers came 
on the scene—Indian Iron and Steel Company (formed in 1908 at Hira- 
pur near Asansol, Bengal) and the Mysore State Iron Works (started 
at Bhadravati in 1923 but now known as Mysore Iron and Steel Works). 
Severe foreign competition in 1922-23 forced the industry to seek protection. 
The protection granted in 1924 lasted upto 1947. Since then, the industry 
has made steady progress. By 1957, steel output rose to 13.46 lakh tons. 
Output slightly declined to 12.95 lakh tons in 1958 owing to labour 
unrest in the Tata Works and dislocation caused by expansion pro¬ 
grammes. Imports of iron and steel amounted to 11.6 lakh tons in 
1958 against 17.3 lakh tons in 1957. 

(b) Problems of the Industry: The iron and steel industry at 
present faces the following problems:— 

(i) Steel Prices —^The price of Indian steel is lower than that of 
imported steel; therefore, with the help of “retention price” policy and 
price controls, the government endeavours to equalise the price of 
Indian and imported steel. Government control over steel prices in¬ 
troduced on 1st July, 1954, still continues in a modified form. Under 
the “retention price” policy, the government fixes a “retention price” 
at which the main producers (Tata Works and Indian Iron and Steel 
Works) supply steel. But the selling price to the consumer is higher 
than this “retention price”. The difference between the selling price 
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and the “retention price” goes to an Equalisation Fund, out of which 
payments are made for subsidising the imports of steel and for financ¬ 
ing the renovation and modernisation programmes of the steel producers. 
In May 1955, the Tariff Commission was requested by the govern¬ 
ment to deal with the question of fixation of “retention price” for steel. 
The report of the Commission, submitted to the government by the 
end of 1955, was made the basis for the fixation of uniform retention price 
of Rs. 393 per ton in February 1956. Since then, retention price has 
been increased in July 1957 by Rs. 12 per ton and again in October 
1958 by Rs. 14 per ton. (It should be noted here that this retention price 
of steel is payable to the two main producers—the Tata Iron and Steel 
Company Ltd. and the Indian Iron and Steel Company Ltd.). The revised 
retention prices were linked with agreements with the producers that 
the extra profits made by them as a result of the increase would be ear¬ 
marked specifically for development and expansion and not for any 
other purpose except with the permission of the government. It should 
be noted here that the selling price of steel has recorded a continuous 
rise since 1952. A particularly steep rise took place dining 1955-56. 
It is, however, gratifying to note that the recent increases in the retention 
price of steel have produced no effect whatsoever on the selling price 
of steel, which remains at about Rs. 600 per ton. 

(ii) Metallurgical Coal and Steel Production —^The production of 
metallurgical coal amounts to nearly 10 to 11 million tons, while its 
consumption by the iron and steel industry is about 4 million tons. 
Thus about 6 to 7 million tons of metallurgical coal are being wasted. 
In the face of rapid expansion and development of the iron and steel 
industry in our Second and subsequent Plans, it is absolutely essential 
that we take effective steps for the conservation of metallurgical coal. 
It is gratifying to note that the Second Five Year Plan has taken account 
of this problem. A coke oven plant set up by the West Bengal Govern¬ 
ment, for supply of high grade metallurgical coal to the Durgapur Steel 
Plant, was inaugurated in March 1959. 

(c) Under the Five Year Plans: While the Iron and Steel (Major) 
Panel in 1946 estimated that the normal consumption of steel in post¬ 
war India would be about 2 million tons, the Advisory Planning Board 
in 1947 roughly calculated it to be about 1^ million tons. When these 
calculations were made, bold type of developmental planning for the 
establishment of heavy and key industries was not contemplated. There¬ 
fore, these estimates now appear to be modest when compared with 
those recently made by the Indian Planning Commission. 

By the end of the Second Plan period, it is expected that the iron 
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and steel projects in the public sector would produce 2 million tons of 
finished steel. For achieving this target, 3 steel plants of 1 million tons 
ingot capacity each will be established in the public sector at Rourkela, 
Bhilai and Durgapur during the Second Plan period. Production of 
steel ingots at Rourkela and Bhilai is expected to start by the middle of 
1959 and the first blast furnace at Durgapur is likely to go into produc¬ 
tion by October 1959. During the Third Plan period, the capacity of 
these three plants would be doubled and a fourth one would be set up, 
possibly at Bokaro. Substantial programmes of expansion are also 
envisaged for the iron and steel industry in the private sector (at Tata 
Works in Jamshedpur and Indian Iron and Steel Works at Burnpur). 
Roughly it has been estimated that the private and public sectors would 
jointly produce about 5 million tons of finished steel by the end of the 
Second Plan period. With the completion of the Rourkela, Bhilai and 
Durgapur steel plants and the undertaking of a new plant at Bokaro 
during the Third Plan period, the public sector is expected to make 
long strides for the ultimate achievement of 15 million tons’ target. 
Viewed from the present standards of engineering development in our 
country, these targets may appear high and ambitious. Yet, in spite 
of the tremendous odds, the targets have got to be achieved if the tempo 
of industrial advancement is to be stepped up. It should be noted that 
even with 15 million tons of steel, India will still be far behind the indus¬ 
trialized countries of the West. (At present the per capita consumption 
of steel in India stands at only 12 lbs. against 628 lbs. in the U.K. and 
1,237 lbs. in the U.S.A.). Aided by the World Bank and technically assis¬ 
ted by American engineers, Tata Works and Indian Iron and Steel Com¬ 
pany are also expected to make phenomenal progress during the Second 
and subsequent Plan periods and would play a distinct role in the even¬ 
tual achievement of the target of 15 million tons of production per year. 

To sum up, the development programme for iron and steel is big 
and ambitious. It is expected that by the end of the Second Plan period 
the expansion of the existing steel plants at Jamshedpur, Burnpur 
and Bhadravati and the establishment by the State of new ones in Rour¬ 
kela, Bhilai and Durgapur will enable production to rise to five million 
tons. The new projects will each produce steel and pig-iron worth Rs, 
40 crores a year. Besides saving foreign exchange at the rate of Rs. 150 
crores a year, the annual steel output, it is hoped, will enable India 
to finance two 1 million-ton steel plants every five years. 

Tea Industry 

(a) Current Problems: Like jute, tea is also an important source 
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for earning dollar and other valuable foreign exchange. It will be pro¬ 
fitable to probe into the current problems of the industry. The first 
important problem of the industry is connected with fluctuations of prices 
both at Calcutta Export Auction and also at London Auctions. The 
high level of price-sensitiveness in the trading pattern of tea was not 
only noticed during 1955 but also in 1956 and 1957. The industry is 
extremely sensitive to changing climate and psychology of the auctions 
so that a small shift in supply and demand can easily convert a boom 
into a slump and a slump into a boom. 

The second problem is connected with high cost of production. Under 
the impact of rising prices and government sponsored labour welfare 
measures in the plantations, basic wages are on the upgrade. The cost 
of machinery for the industry has also appreciably risen. The rise in 
the cost of production serves as a plea put forward by the industry 
for higher selling prices of tea. But it should be noted that, due to the 
imposition of excise duty, domestic tea is already selling at a high price 
which is slowly forcing many consumers to turn to other substitutes. 

On the other hand, due to the export duty on tea, levied at the 
rate of 4 annas per lb for all quality of tea the price of Indian tea in 
foreign market is quite high As a result of this, our tea at present faces 
strong competition from Ceylonese, Indonesian and Japanese tea. There¬ 
fore, instead of raising the selling price of tea, the industry should try 
to cut down cost of production with the help of rationalisation and 
reduction of managerial costs. Recently, the Plantation Enquiry Com¬ 
mission has suggested that managerial costs should be ciutailed and 
relief should be granted to the industry by the abolition of Assam Car¬ 
riage Tax and W. Bengal Entry Tax. But it appears that the Govern¬ 
ment would rather scale down slightly the export duty than abolish the 
Assam and W. Bengal Taxes. 

The third problem arises from too much dependence by our industry 
on London Auctions. It is worthwhile noting that the system of fixing 
tea prices on the basis of London Auctions’ average is usually unfair 
both to the home producer and the consumer. It is, however, satis¬ 
factory to note that the industry is at present giving serious consideration 
to the suggestion of fixing price on the basis of combined average price 
of Indian tea at London, Calcutta and Cochin Auctions. The Govern¬ 
ment of India, acting on the recommendations of the Tea Auction 
Committee, has also recently restricted the quantity of Indian tea that 
could be shipped directly to London Auctions. This is a step in the 
right direction and would increase the importance of both Calcutta 
and Cochin as tea auction markets. 
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The fourth problem arises from the abnormally large proportion 
of “common" or “substandard" teas being currently produced by the 
industry in both North and South India. Soil conditions and geographical 
factors are mainly responsible for the excessive production of such 
inferior teas which face stiff competition in foreign markets from cheaper 
varieties of common teas coming from East Africa and Ceylon. Some 
adjustments in the scale of the Indian export duty is immediately neces¬ 
sary so that for common leas the traders are not compelled to pay the 
same rates of duty as for better quality teas. It is heartening to note that 
a Bill, seeking to enforce a set of differential excise duties for common 
teas, was recently pas.sed by the Indian Parliament. By providing relief 
in excise duties, it is expected that this latest move by the Government 
would boost the export of common teas. 

(/») Plantation Enquiry Commission’s Report and Govern¬ 
ment’s Decision: On July 1, 1957, the Central Government announced 
that it had decided to reject most of the major recommendations of 
the Plantation Enquiry Commission’s (appointed in April 1956) Report 
on the tea industry. Among major recommendations rejected by the 
government are those for abolishing the managing agency system in 
Indian-owned tea gardens and for prohibiting withdrawals from reserve 
funds for declaring dividends. The Plantation Enquiry Commission 
emphasized the urgent necessity of reduction in the disparity in wages 
in the industry and Indianisation of the staff. The government, how¬ 
ever, hopes that these two objectives would be achieved through volun¬ 
tary action or taxation. Among recommendations accepted by the govern¬ 
ment are that the Tea Board should enquire periodically into the price 
structure of retail packets of tea to prevent unduly high prices, and that 
special investigations should be held into the cBfficulties of small packag¬ 
ing firms. Meanwhile, another important recommendation of the Com¬ 
mission, that every tea estate with an area of more than 100 acres should 
set apart Rs. 50 per acre on their holdings in order to create a central 
pool for meeting the cost of replanting of the plantations, is still under 
government’s consideration. Lastly, as regards the Commission’s pro¬ 
posals that the Tea Board should arrange for the packing and distribution 
of 50 per cent of the package tea consumed in India and regulate auctions 
in the Calcutta and Cochin markets, the government feels that there 
is no justification yet for the Board to operate in either field. 

(c) General Trends: Since independence, the government is 
showing a keen interest on labour-welfare and is endeavouring to im¬ 
prove the conditions of plantation labour. In July 1957, the govern¬ 
ment announced its decision to accept in broad terms the detailed recom- 
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mendations made by the Plantation Enquiry Commission about improv¬ 
ing industrial relations and labour welfare in the tea gardens. If this 
decision is implemented with promptness and single-mindedness, it 
may usher in a new era for tea plantation labour. The Plantation Labour 
Act would produce a most favourable impact on the life and living 
conditions of tea plantation workers and this would appreciably improve 
their productive efficiency. 

It is reported that the recently set up Tea Councils are doing im¬ 
pressive work for increasing the consumption of tea in U.K., U.S.A., 
Canada, West Germany and Eire. But during 1957 Indian tea encoun¬ 
tered serious competition from Ceylon tea which was comparatively 
cheaper due to a bumper crop. As a result, exports of tea from India 
to the principal importing countries like U.K., Canada and West Germany 
in 1957 was much less than the exports in 1956. It is interesting to note 
here that a Russian Tea Delegation visited India in December 1958. 
According to the Delegation, tea drinking was noticeably increasing 
in Russia while liquor consumption was decreasing. The Soviet Govern¬ 
ment was adopting various methods to popularise the use of tea and 
India could take advantage of these to expand its market in Russia. 
Therefore, soon after this, a specially organised Indian tea delegation 
was sent to Russia and a useful study of Russian tea consumption trends 
was undertaken. On the domestic front, the Indian Tea Board, by means 
of elective propaganda and practical demonstrations with mobile tea 
vans, is playing a significant role in pushing up the level of tea con¬ 
sumption. 

As in 1957, so also during 1958, there were unmistakable evidences 
that tea prices had generally stabilised at prices well below previous levels. 
It should be noted that the increase in the Indian tea crop, since 1956-57, 
has coincided with similar large increases in other tea-growing countries 
of the world. The world tea market is now well supplied with tea and 
is naturally, therefore, passing through a phase of acute competition. 
The fact is that to-day there is more tea in the world them it can conveniently 
cope with. Present indications are that, instead of diminishing, this sur¬ 
plus is likely to continue for some considerable time. This should cause 
concern. The International Tea Agreement, to which India, Ceylon, 
Indonesia and Pakistan were signatories and which expired in 1955, 
should be immediately revived and used as an intemational forum to 
devise ways and means for equating production with consumption. 



Chapter 22 


INDUSTRIAL RELATIONS. TRADE 
UNIONS AND COLLECTIVE 
BARGAINING 


In a country like India, which is undertaking planned economic 
development on a fairly large scale, the urgent needs of the day are 
more production, more employment and more money for investment. 
The changing character of industrial cum economic structure in a deve¬ 
loping economy like ours necessarily focuses the spotlight on complex 
problems of industrial relations relating to distribution of national 
income, productivity, technological change, distribution of economic 
power and reduction in inequalities of income in addition to common 
problems connected with wage increase and better working conditions. 
What is required in course of economic development is a properly balanced 
labour policy which adequately emphasizes both the complex problems 
on the production side and the common problems on the consumption side. 

Anyone acquainted with the structure of industrial relations in 
India cannot be unaware of some inherent difficulties peculiar to the 
Indian scene. Industry-wise or State-wise trade unions are conspicuous 
by their absence in the majority of the industries, barring a few like 
textiles, sugar, jute, plantations, railways and posts and telegraphs. 
There are many cases where trade unions do not probe into the details 
of the industrial structure but serve the same stereotyped demands, 
irrespective of the nature of the industry. Instead of wasting their efforts 
purely in getting a bigger slice of the cake, our trade unions should 
endeavour to enlarge its size so that in the near future the employees 
are able to secure more. 

Industrial Disputes Acts 

(^7) Industrial Disputes Act of 1929: The most important Act, 
passed by the British government, for solving industrial disputes was 
the Trade Disputes Act of 1929. The main purpose of the 1929 Act was 
to set up an ad hoc external machinery for settlement of industrial dis¬ 
putes, The ad hoc machinery consisted of Courts of Enquiry or Boards 
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of Conciliation created by Central, Provincial or Railway authorities. 
The main defect of this Act was that the Courts of Enquiry and the 
Boards of Conciliation were non-permanent bodies and were, there¬ 
fore, unable to keep constant touch with the day-to-day happenings 
in the industry. What was needed, was an internal machinery for re¬ 
solving disputes at the initial stages by mutual negotiations which would 
serve as a supplement to a pemtanent external machinery. In 1934 
by an Amendment Act, the 1929 Act was made permanent. Another 
Amendment Act, passed in 1938, provided for the appointment of 
conciliation officers and thus only partially satisfied the necessity for 
an internal machinery. 

( b ) Industrial Disputes Act of 1947: Industrial unrest became 
the dominant feature of the modem organised sector of the Indian 
economy during the concluding stages and immediately after the Second 
World War. A number of emergency legislations was passed under 
the Defence of India Rules for restraining strikes and lockouts. After 
the termination of hostilities, the government decided to incorporate 
most of these emergency labour legislations into a permanent labour 
law. As a result, the Industrial Disputes Act, which replaced the earlier 
Act of 1929, was passed in 1947. Two new features of the 1947 Act 
are: (i) JVorks Committees, consisting of representatives of employers 
and employees, are to be constituted in every industrial establishment, 
employing hundred workers or more for removing causes of friction 
between employers and workers in the day-to-day working of the es¬ 
tablishment and for promoting measures which would secure amity 
and good relations between them, (ii) Industrial Tribunals, consisting 
of one or more members (possessing qualifications required for appoint¬ 
ment as a Judge of a High Court), are to be created. A reference to 
the Industrial Tribunal can be made when both parties to a dispute 
agree and the government gives consent to it. 

The redeeming feature of the 1947 Act is that it gives a new orienta¬ 
tion to the entire machinery of conciliation. The Act authorises State 
governments to appoint Conciliation Officers who would assist the parties 
to reach an amicable settlement. A Conciliation Officer will have to 
submit his report regarding the settlement of the dispute to the Govern¬ 
ment within 14 days. If his efforts fail, the government will refer the 
matter to a Board of Conciliation or the Industrial Tribunal. The Board 
of Conciliation wUl consist of an independent Chairman and two or 
more members, representing equally the disputing parties. If the Board 
succeeds, the agreement wotild remain in force for 6 months or even 
a longer period (provided both the parties are agreeable). 

o: IE—'21 
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In case the Conciliation Board fails to bring about a settlement, 
the government may refer within 6 months the case to a Court of Enquiry 
for collection of the necessary facts about the dispute. Finally, the 
dispute is referred to the Industrial Tribunal for adjudication. Under 
the original 1947 Act, it was obligatory on the part of the government 
to declare that the award of the Tribunal was binding on the parties 
for a specific period. But under the Industrial Disputes (Appellate 
Tribunal) Act of 1950, the award became automatically binding on 
the parties on the expiry of 30 days from the date of its publication. 

Another distinguishing feature of the 1947 Act is that it empowers 
the government to refer for conciliation all disputes in public utility 
services. Unless proper and timely notice is given, strikes and lock¬ 
outs in public utility services are to be considered illegal. There is also 
a general prohibition of strikes and lockouts during the pendency of 
conciliation of Tribunal proceedings. 

Thus, with the twin systems of compulsory conciliation and com¬ 
pulsory arbitration, the 1947 Act for the first time provided a permanent 
machinery for solving industrial disputes in India. Amendments to 
the Act passed in 1953 and 1954 also provided for compensation to 
workers in factories and plantations in the event of their lay-off or 
retrenchment. 

(c) Labour Relations Bill of 1950: For further improving labour 
relations, the Central government introduced a comprehensive Bill 
in Parliament in 1950, known as the Labour Relations Bill. It endea¬ 
voured to bridge up the loopholes of the 1947 Act and attempted to break 
new grounds in the spheres of both internal and external machineries for 
solving disputes. This Bill envisaged the setting up of 9 different autho¬ 
rities, including Registering Officers, Works Committees, Conciliation 
Officers, Boards of Conciliation, Standing Conciliation Boards, Com¬ 
missions of Enquiry, Labour Codes, Labour Tribunals and the Appel¬ 
late Tribunal, for the settlement of industrial disputes. The Bill also 
contained a provision for collective bargaining and empowered the 
government to step in and exercise control over an undertaking when¬ 
ever such action was necessary in public interest. Under this Bill, the 
provisions for illegal strikes and lockouts became more strict. The Bill 
was extensive in its scope and applied to all categories of employees 
in establishments of more than 10 employees, persons employed in 
the Defence Forces and domestic servants. 

The Bill was no doubt a monumental piece of comprehensive work 
but its main defect was that, with its aim of being all comprehensive, 
it neglected many practical considerations. Because of a multiplicity 
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of agencies, it was obvious that there would be much delay in the final 
settlement of a dispute. Moreover, the government was given wide 
powers for interference, control and regulation. As a result, there was 
the danger of misuse of power by the government and its agents. The 
proposals for State control of specific industries was vehemently opposed 
by the employers. 

On account of much opposition, the Bill lapsed with the dissolution 
of the interim Parliament. With Mr. V. V. Giri, being appointed the 
Labour Minister in 1952, the emphasis shifted from legislation and 
compulsory arbitration to mutual discussion and collective bargaining 
for the maintenance of industrial peace. In fact, at the Tripartite Labour 
Conference, held at Naini Tal in October 1952, Mr. Giri stressed his 
faith in the method of voluntary conciliation and voluntary arbitration. 
Mr. Giri, therefore, drafted a new Bill which tallied with his line of 
approach and presented it to the Parliament on 31st March, 1954. In 
September 1954, Mr. Giri resigned and Mr. Khandubhai Desai was 
appointed the Labour Minister. Very little progress was made with 
the Labour Relations Bill during Mr. Desai’s regime. It now appears 
that, instead of introducing a new Labour Relations Bill, the Govern¬ 
ment is keen on remodelling the Industrial Disputes Act of 1947 
by means of a series of amendments. 

A Brief Resume of Recent Trends 

As wc have seen, the Industrial Disputes Act of 1947, apart from 
the provision of Works Committees and the conciliation machinery, 
basically emphasized the method of compulsory arbitration. An amend¬ 
ment of 1950 also provided for the setting up of an Appellate Tribunal 
with jurisdiction on all laboiu: coiuts, industrial courts, industrial tribu¬ 
nals, etc. In contrast to this, the “Giri approach” was based mainly 
on voluntary conciliation and voluntary arbitration and considered 
collective bargaining far superior to compulsory arbitration. The recent 
amendment of the Industrial Disputes Act, 1947, by the Industrial 
Disputes (Amendment and Miscellaneous Provisions) Act, 1956 does 
not fully accept the view that collective bargaining should be encouraged 
while compulsory arbitration should be used as an emergency measure. 

The Amendment Act of 1956 substitutes a three-tier system of 
original Tribunals in place of the previous system. The new machinery, 
which replaces the old consists of three types of semi-Judicial bodies — 
Labour Courts, Industrial Tribunals and National Tribunals. National 
Tribunals would constitute a new body for dealing with all questions 
of national importance or matters relating to industrial establishments. 
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situated in more than one State. The Act also provides that if a reference 
is made to the National Tribunal, no such matter will be adjudicated 
upon by a Labour Court or an Industrial Tribunal. The same Act, while 
prohibiting any change in the conditions of service of workmen, pro¬ 
vides that an employer can, during the pendency of any proceedings, 
take action against any workman in regard to any matter unconnected 
with the dispute, in accordance with the standing orders applicable 
to the workmen. 

Thus the Appellate Tribunal system of arbitration, envisaged under 
the 1950 amendment, came to an end with the passing of the' 1956 
Act. With the abolition of the Appellate Tribunal, greater responsibi¬ 
lity rests on the new Industrial Tribunals which have been set up under 
the Amendment Act of 1956. The Industrial Disputes Amendment 
Act of 1956 expects much from the Industrial Tribunals and National 
Tribunals for securing conclusive determination of disputes. It, however, 
appears to us that at present the general consensus of opinion in the 
country is that reference of a dispute for compulsory adjudication should 
be the last resort and that a much greater reliance should be placed on 
collective bargaining and mutual settlement of disputes through volun¬ 
tary conciliation and voluntary arbitration. It should be noted here 
that in the 1958 Labour Conference at Naini Tal an integrated policy 
of industrial relations, with the approval of workers’ and employers’ 
representatives, was chalked out. The acceptance of workers’ partici¬ 
pation in management and of the code of discipline and conduct, agreed 
upon by the employers’ and employees’ representatives, serve as the 
basic pillars of the integrated policy. The proposal to start an industrial 
relief fund for those rendered unemployed during the Plan period is 
included in this integrated scheme for achieving better industrial 
relations. 

At the Naini Tal Conference of 1958 the question of recognition 
of trade unions was also discussed. On this question, labour and manage¬ 
ment representatives agreed: (i) that there should be no recognition 
unless the union has been registered for at least a year, (ii) that there 
should be no recognition unless at least 50 per cent of the workmen 
are members, (iii) that the unions accept the agreed code of discipline 
and (iv) that where there is more than one union, the one with most 
representation should be recognised and should continue to be recog¬ 
nised for two years. Unfortunately, this “labour code of conduct,” 
because of lack of statutory force, has not basically altered the situation 
and there are signs that the unions do not intend to honour their 
pledges. 
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Trade Unionism 

It will be profitable, if we turn the spotlight now on the Trade Union 
Movement in India. More than 41 years have passed since trade union¬ 
ism took roots in India, but the progress achieved so far cannot be 
regarded as fully satisfactory. There are only a very few stable mass- 
unions, dominated by leaders who are mostly public men, politicians 
and social workers. These men do not fully appreciate the problems 
that beset the industrial worker and in most cases feel little, genuine 
sympathy with the aspirations and desires of industrial labour. What 
is needed, is management of trade union affairs by efficient men selected 
from the rank-and-file of the ordinary members of the union. These 
leaders should be assisted by technical experts, well-vcrscd in labour 
laws and matters relating to industrial relations. 

Difficulties of Trade Unionism in India 

Operating in a country, surrounded by poverty and unemploy¬ 
ment, the Indian trade union movement could not make rapid progress 
due to formidable obstacles. The first difficulty arises from the lack of 
democratic spirit among the illiterate and ignorant workers. Long periods 
of exploitation have developed in them a slavish mentality and a callous 
attitude from which it is difficult to rouse them into action. Therefore 
they hardly respond to any organised effort undertaken for improving 
their lot. 

The second difficulty comes from differences in language^ caste^ 
creed, customs and from the migratory character of Indian labour. Workers 
divided according to race, languages, religion, caste and habits seri¬ 
ously minimize labour solidarity in India. Moreover, the migratory 
nature of the working force is a big handicap, because a stable indus¬ 
trial population is the pre-condition of healthy trade unionism. Thirdly, 
Indian workers, oppressed by poverty and heavy debt and receiving low 
wages, have neither the means to pay union subscriptions regularly nor 
the inclination and leisure to take part in trade union activities, A long¬ 
term solution for this is widespread education in trade unionism; and, 
in this connection, the workers’ education programme initiated by the 
Ministry of Labour and Employment is worth mentioning. 

Fourthly, there is inherent weakness in the organisation of most 
of the unions, A good many Indian unions devote greater attention 
to organising and carrying on strikes than undertaking welfare acti¬ 
vities for labourers. As noted before, one of the basic defects of the 
Indian Trade Union Organisation is that the leaders do not come from 
among the working classes. Low membership is another fundamental 
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defect which is not only due to lack of enthusiasm amongst the workers 
for union activities but also because recently too many unions have 
grown in one single industry. For the unification of workers, larger 
and stable unions should be organised. The slogan should be “one 
union in one industry”. 

Lastly, the Indian trade unions suffer from a formidable opposition 
from jobbers and employers. The jobbers for their survival create dis¬ 
unity among workers and retard the growth of trade unions. The majority 
of Indian employers also dislike trade unions and take a special spite 
on union workers. Many employers indirectly encourage the formation 
of rival trade unions with the aim of disrupting the unity and solidarity 
among workers. 

For the proper growth of trade unionism in India, it is necessary 
that the workers show consciousness of rights and confidence in their 
own strength. Trade unions must be free from politics and should 
devote more attention to improving their organisational set up which 
would enable them to undertake more welfare activities for the better¬ 
ment of the working class. India’s Second Five Year Plan proposes 
that unions should be granted statutory recognition under certain con¬ 
ditions. This is surely a step in the right direction but statutory re¬ 
cognition by itself cannot do much unless the workers unite strongly 
and press their demand to the employers. Unification of smaller rival 
unions and solidarity among the workers should be regarded as pre¬ 
requisites for the successful growth of trade unionism in India. 

Trade Union Legislations 

The rise in the cost of living during World War I, Russian revolu¬ 
tion of 1917 and the establishment of the LL.O. were instrumental for 
the emergence of the trade union movement in India in tlie year 1918. 
Though its progress has not been sufficiently spectacular, it has been 
successful in broadening its base numerically, industrially and terri¬ 
torially during the last 41 years. 

{a) The Indian Trade Union Act, 1926: The first Indian Trade 
Union Act was passed in 1926 and was enforced on 1st June, 1927. 
The Act made registration of trade unions optional. Registered unions 
were required to submit annual returns of their membership, financial 
position etc. The rights and privileges given to registered unions as¬ 
sured to them a considerable amount of immunity from civil and cri¬ 
minal prosecutions. The 1926 Act was an important landmark in the 
history of the growth of Indian trade unionism. But the Act, though 
it gave recognition to trade unions and placed them on a legal basis. 
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could not serve the purpose for an all round development and expansion 
of healthy trade union organisations in India. The main defect of the 
1926 Act was that it simply discouraged imregistered trade unions in¬ 
directly by not granting them a set of rights and privileges but made 
no attempt, by means of compulsory legislation, to bring the xmregis- 
tered unions into the fold of a general body of registered unions. 

(b) The Indian Trade Union Amendment Act, 1947: The 1926 
Act was amended in 1947. Although the amendment was duly passed 
by the Legislature yet it has not been brought into force so far (March, 
1959). The Amendment Act of 1947 contains a provision for compulsory 
recognition of representative unions by the employers. The redeeming 
feature of the Act is that Labour Courts are to be appointed to hear 
and decide disputes arising from the refusal of employers to recognise 
any particular union. The 1947 Act also specifies certain acts as unfair 
practices on the part of recognised unions and certain other acts as 
unfair practices on the part of employers. It should be also noted that 
under the 1947 Amendment Act, for a majority of members to take 
part in an irregular strike and for the executive of an union to instigate 
such a strike are declared to be unfair practices and withdrawal of re¬ 
cognition would be the penalty for such offences. 

(c) The Trade Union Bill of 1950: A Trade Union Bill was 
introduced in the Indian Parliament in 1950 with the objective of con¬ 
solidating the older measures and introducing a few new provisions. 
The main purpose of the Bill was to improve the position of trade unions 
and to promote their growth on healthy lines. The Bill provided for 
compulsory registration of trade unions but excluded civil servants 
from the scope of ordinary trade union movement. Originally, domestic 
servants were excluded but the Select Committee on the Bill recom¬ 
mended that domestic servants should be included in the category of 
employees who are to be benefited by the trade union movement. The 
Bill also provided for compulsory recognition of trade unions by em¬ 
ployers. Another important provision of the Bill was the imposition 
of restrictions both on employers and employees for the purpose of 
improving the tone of labour-management relations in India. Lastly, 
the Bill allowed admission of outsiders as members of a trade union 
for making the organization as broad-based as possible. 

Unfortunately, like the Industrial Relations Bill of 1950, this BUI 
also met with severe opposition in the Parliament and, therefore, govern¬ 
ment indefinitely postponed its enactment. The various aspects of the 
BiU were considered in a Tripartite Labour Conference held at Naini 
Tal in October 1952 and the views of the Conference were discussed 
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at a meeting of Labour Ministers of different States in February 1953. 
However, the whole matter faded into insignificance because of General 
Elections in 1957. Nothing has been heard of it since then and it appears 
that the Government docs not seem to be quite sure of the desirability 
of passing a measure which evoked strong criticisms and opposition 
from all quarters. 

Indian Trade. Unions—Suggestions for Improvements 

It was in 1920 that the All India Trade Union Congress was estab¬ 
lished for the purpose of co-ordinating labour activities in India. Since 
then other trade union organisations have grown up. At present there 
are 4 Central Trade Union Organisations in India. 

(i) The All India Trade Union Congress —the oldest organisation is 
now dominated by the Communists. 

(ii) In 1947, the Indian National Trade Union Congress was bom. 
In 1948, the l.N.T.U.C. was recognised by the government as the most 
representative organisation of the workers. The l.N.T.U.C, maintains 
close ties with the Indian National Congress. It has recently announced 
full co-operation with the government in the implementation of the 
Five Year Plans. 

(iii) In December 1948, the Socialists, separated from the Con¬ 
gress formed a new Trade Union Organisation and named it the Hind 
Mazdoor Sabha. 

(iv) Another organisation was set up in May 1949, known as the 
United Trade Union Congress. The U.T.U.C. tries to keep aloof from 
party politics. It is absolutely free from leftist tendencies and also does 
not endeavour to tie itself to the apron strings of the government. 

In spite of these four Central Organisations, trade unionism in 
India is not always conducted along wholesome channels. Its division 
on political lines is the root of all troubles. Closely linked to political 
parties, tlie unions give more importance to party politics than to con¬ 
structive welfare activities. Our trade unions require revolutionary 
changes in their organisational set up and basic outlook. The unions 
should be efficiently organised and should have unity of purpose and 
action. Unions should seek government assistance for the establishment 
of Trade Union Colleges for imparting training to trade union workers 
in different industrial centres. Indian trade unions should try to give 
up as far as possible the present agitational attitude based on threats 
of strikes and lockouts. Almost all their demands are on consumption 
side and they are concentrating all their time and energy on securing 
for labour higher and higher wages, more amenities and lesser hours 
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of work. India is at present caught in a financial crisis, while progressing 
on the path of accelerated economic growth. It is high time that our 
trade unions give up the agitational attitude, based on the traditional 
approach concentrating on the consumption side, and emphasize the 
production side by such methods as collective bargaining, workers’ 
participation in management, voluntary arbitration, vocational training 
and linking wages with productivity. They should rely more on voluntary 
conciliation and collective bargaining methods in the sphere of industrial 
relations and devote maximum amount of time and energy for achieving 
solidarity amongst the workers and for implementing labour welfare 
schemes. 

Collective Bargaining 

Collective bargaining is a necessary corollary of the Trade Union 
Movement. Under this method, direct negotiations take place between 
the representatives of trade unions and of an employer or association 
of employers for determining earnings and other conditions of work. 
These direct negotiations are made with the purpose of achieving col¬ 
lective agreement between both parties. The 1955 Report of the Director 
General of l.L.O. shows that in most of the developed countries of the 
West, with growing maturity of trade union movements, collective 
agreements provide an effective and flexible means for defining the 
respective rights and obligations of management and labour over a 
specified period of time. It appears that in underdeveloped countries 
like India, collective bargaining would be more helpful in stimulating 
industrial peace than compulsory arbitration. 

Conditions Necessary for the Success of Collective Bargaining 

The most important condition necessary for the success of collec¬ 
tive bargaining is to be found in the nature of trade union organisations 
in the country. Strong trade unionism is the bed-rock of successful collec¬ 
tive agreements. With the consolidation of trade unions, collective bar¬ 
gaining becomes easier and achieves better results. This is because strong 
trade union organisations help the workers to put up their demands 
in a unified manner at the time of collective agreements. Thus the slogan 
‘one union for one industry’ is ideally suited to the purpose of collec¬ 
tive bargaining. 

Secondly, collective bargaining requires the co-operation of the state, 
employer, labour and the general public. The general public should ex¬ 
press their approval of this method; the state should provide, by means 
of necessary legislation, statutory safeguards against arbitrary dismissal 
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of workers during the process of collective bargaining; the employer 
and the labour—the main contracting parties in the negotiations should 
try to understand each other’s case and make a sincere attempt to arrive 
at a common solution which should be the basis of collective agreement. 
Lastly, the trade unions should set up special wings for undertaking regular 
research with the help of inside informations obtained from the workers. 
Such research, accompanied by proper shifting and processing of impor¬ 
tant informations, would provide the trade union representatives with 
a handy set of facts, figures and other essential informations during 
prolonged negotiations with the employer and/or his representatives. 

Recent Collective Bargaining Agreements in India 

As we have already seen, the Labour Relations Bill, 1950 con¬ 
tained provisions for collective bargaining. In the Bill, an attempt was 
made “to introduce a simple procedure on an experimental basis”. 
When Mr, V, V, Giri was the Labour Minister more emphasis was placed 
on collective bargaining and voluntary conciliation than on compulsory 
arbitration. This served as the basis of what was known as "Giri approach 
for achieving industrial peace. In fact, during Mr. V. V. Giri’s regime, 
considerable importance was attached to voluntary conciliation and 
direct negotiations between the employers and the workers in the settle¬ 
ment of disputes. Mr. Khandubhai Desai’s approach was somewhat 
similar to tliat of Mr. Giri—his predecessor, but the present Labour 
Minister, Mr. G. L. Nanda, seems to be more cautious. Mr. Nanda 
would like to introduce joint councils for workers’ co-operation and 
participation in management and schemes of similar nature for bringing 
the workers and management closer to each other. It is hoped that this 
will ultimately result in a system of direct negotiations and collective 
bargaining without resort to compulsory adjudication. 

Though Gandhian technique of labour management relations by 
mutual negotiation and voluntary arbitration was initiated at Ahmeda- 
bad Textile Mills since 1920, the first formal Collective Agreement was 
executed between the Ahmedabad Millowners’ Association and Ahmeda- 
bad Textile Labour Association in July 1952. About four years before 
this, the first Collective Agreement in India was executed in Bata Organi¬ 
sation in November 1948 (even before the adoption of the Recommenda¬ 
tion Nos. 91 and 92, regarding collective Agreements, by the I.L.O. at its 
34th Session in 1951). This Collective Agreement between the manage¬ 
ment and workers of the Bata Company was subsequently renewed 
in July 1951, February 1955 and October 1958. In June 1955, two more 
Collective Agreements were concluded in Ahmedabad between the 
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Ahmedabad Millowners’ Association and Ahmedabad Textile Labour 
Association. One of the Agreements provided for the settlement of 
disputes by mutual negotiations and failing that by arbitration. The 
second Agreement related to the payment of bonus to workers. A simi¬ 
lar bonus Agreement was signed between the Bombay Millowners’ 
Association and the Rashtiiya Mill Mazdoor Sangh, Bombay. In Janu¬ 
ary and August 1956, collective agreements were also concluded between 
the Tata Iron and Steel Company Limited and the Tata Workers’ Union. 
Other recent examples of collective agreement in India are those be¬ 
tween the management and workers’ Union of the Imperial Tobacco 
Company and the Indian Aluminium Works. 



Chapter 23 


INDUSTRIAL EFFICIENCY, WAGE 
FIXATION AND PROFIT-SHARING 


Efficiency of labour indicates the amount of work which a labourer 
can perform within a given time. Better standard of living, nourishing 
food, good housing conditions, facilities of both general and technical 
education and labour welfare measures enacted by the government, 
increase the efficiency of industrial workers. Indian labourer, living 
in insanitary and congested surroundings, working like a machine with 
meagre wage is naturally not as efficient as the industrial labourer of 
the Western countries. But this does not mean that he does not possess 
the potential capacity for becoming highly efficient. Labour Investi¬ 
gation Committee (1946) in this connection pointed out: “We have 
come to the conclusion that the alleged inefficiency of the Indian worker 
is largely a myth. Granting more or less identical conditions of work, 
wages, efficiency of management and mechanical equipments in the 
factory, the efficiency of the Indian labour generally is no less than 
that of workers in most other countries”. 

The Grady Mission from America, which visited India during 
World War II, also expressed a similar view in their Report on the 
technical efficiency of Indian industries. In recent years the productive 
efficiency of weavers in some Bombay textile mills has considerably 
improved with the result that the average individual output is about 
85 per cent of the output of the Lancashire worker, in spite of the in¬ 
ferior factory environment and working conditions. However, to im¬ 
prove efficiency of labour in India, the employers should jointly under¬ 
take labour welfare programmes and introduce scientific methods of 
production. 

Factory Legislations and Labour Efficiency 

During the British regime, Factory Acts were passed in 1881, 1891, 
1911, 1922 and 1934 for extending protection and granting relief to 
Indian labour. These legislations contained measures which prohibited 
the employment of children in any factory and fixed the working hours 
for factory labour. 

The Indian Factory Act of 1934, based on the recommendations 
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of the Royal Commission on Labour, was the most important of all 
the factory legislations passed during the British rule. Under this Act, 
working hours were limited to 11 a day for seasonal and 10 a day for 
perennial factories. For the first time in the history of factory legisla¬ 
tion, 1934 Act (amended in 1946) tried to provide certain conveniences 
to the workers such as cooling measures, shelter for rest, suitable rooms 
for women and children which slightly helped in raising labour efficiency. 

The Labour Investigation Committee of 1946 (Rege Committee) 
found a number of defects in the working of the Indian Factory Act. 
The Committee noted that the provisions of the Act of 1934 were ob¬ 
served mostly by larger establishments and that there were consider¬ 
able evasions in small and seasonal factories. The Committee was of 
the opinion that factory inspections and even surprise visits could not 
improve matters because the managements usually obtained infor¬ 
mation in advance about the arrival of Factory Inspectors. It appears 
that the evasion of the main provisions of the Factory Act of 1934 by 
smaller establishments was due to the inadequate organisation of the 
Factory Inspectorates in different States and also due to the fact that 
the offenders of the F^actory laws were usually lightly punished by the 
City and Muffasil Courts. 

The Factory Act of 1948 was passed for removing the defects of 
the Act of 1934 and for introducing comprehensive measures, aiming 
at labour welfare and improvement of industrial efficiency. The Act of 
1947 had to be amended in 1954 to remove certain practical difficulties in 
the calculation of leave with wages and to bring provisions relating 
to employment of women and young persons in factories during night 
in conformity with the I.L.O. Convention which had been ratified by 
the Government. The main provisions of the 1948 Act are as follows:— 

(i) The Act covers all industrial establishments employing 10 or 
more workers, where power is used, or 20 or more workers, where 
power is not used. The new Act removes the distinction between peren¬ 
nial and seasonal factories. The Act applies to the whole of India except 
the state of Jammu and Kashmir. 

(ii) By introducing elaborate provisions in regard to health, safety 
and welfare of the workers, the 1948 Act seeks to raise the productive 
efficiency of Indian labour. In addition to such matters as cleanliness, 
lighting, ventilation etc., the new Act provides for the elimination of 
dust and fumes, control of temperature, supply of cool drinking water 
etc. Some of the new safety provisions included in the Act relate to 
the casing of new machinery, devices for cutting off power hoists, cranes 
and other lifting machineries, protection of eyes and precautions against 
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•explosive, dangerous fumes. The welfare provisions, included in the 
Act, provide adequate washing facilities, canteens in units employing 
250 workers, creches in units employing 50 women and shelter or rest 
rooms in units employing 150 workers. The Act also requires the owner 
of any factory employing 500 or more workers to appoint welfare officers. 

(iii) The minimum age for employment of young persons is fixed 
at 14 and the upper age limit for adolescence is raised from 17 to 18 
years. 

(iv) As regards the hours of work, the 1948 Act lays down 48 
hours a week and 9 hours a day for adult workers. For persons below 
18, the hours of work are fixed at 4^ hours a day. Employment of chil¬ 
dren and women between 7 p.m. and 6 a.m. is prohibited. For overtime 
work, twice the normal rate of wage is to be paid. 

(v) As regards leave with wages, the Act lays down that besides 
weekly holidays, every worker is entitled to leave with wages after one 
year’s continuous service at the following rale:—Adult one day for 
every 20 days of work, persons below 18—one day for every 15 days 
of work. 

(vi) As regards the administration and enforcement of the law, 
the 1948 Act does not make any basic change in the machinery which 
existed before; but it advises State governments to strengthen their 
Factory Inspectorates which would be necessary in view of the wider 
coverage and extended scope of the Act. In this connection it should 
be noted that the State government’s work in the field of organisation 
of Factory Inspectorates has recently been supplemented by the Centre 
which has set up an Advisory Organisation, known as the Office of the 
Chief Adviser, Factories. 

The 1948 Act, by providing labour welfare cum health and safety 
measures for the workers, has opened a new chapter in the history of 
factory legislations in India. The welfare-oriented measures under the 
Act would play a vital role in boosting up labour efficiency in Indian 
factories. But we think that for the proper implementation of the pro¬ 
visions of the new Act, it will be necessary for the Central government 
to take up an executive responsibility for the administration of the Act. 
The office of the Chief Adviser, Factories, which now serves merely 
as an advisory organisation, should be expanded and equipped with 
proper personnel so that, in addition to its advisory function, it can 
take up the responsibility for the efficient and smooth working of the 
main provisions of the new Act. The Act of 1948, though wider in* 
scope than the previous Acts, is not applicable to unregulated factories, 
like bidi, mica, shellac, carpet-weaving, etc., which are usually termed 
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as “sweated trades”. Only in Madhya Pradesh and Madras, legisla¬ 
tions have been undertaken for improving labour conditions in “sweated” 
trades. The Central government should enact a separate legislation 
for protecting the labourers and improving their conditions of work 
in the “sweated” trades. 

Employment Exchanges and Industrial EfiBciency 

Defective recruitment coupled with predominance of the jobber 
is responsible for labour exploitation which seriously undermines the 
efficiency of the industrial worker in India. The existing evils of re¬ 
cruitment in India can be remedied by means of an effective network 
of employment exchanges throughout the country. In a welfare state, 
it is the duty of the government to give rise to employment opportuni¬ 
ties by means of public works programme, agricultural reorganisation 
and encouragement of industries. Employment exchanges should be 
set up for the purpose of filling the available jobs by persons who have 
the requisite qualifications. Employment exchanges play a most signi¬ 
ficant role in the field of recruitment in foreign countries. In the post 
independence period, with the xmdertaking of developmental planning, 
employment exchanges are also growing in importance in our country. 

In this connection it would be worthwhile indicating the role which 
the employment exchanges play in Japan. During the process of rapid 
industrial growth, the Japanese employment exchanges not only served 
as recruitment agencies but also provided training facilities and voca¬ 
tional guidance. Japanese employment exchanges before the Second 
World War used to provide loans to the tmemployed workers moving 
from place to place in search of employment. Thus Japanese exchanges 
increased the mobility of labour and reduced frictional rmemployment 
and all these were definite advantages during the process of rapid indus¬ 
trial development. It would be profitable for us to make a special study 
of the Japanese system of employment exchanges and to note its redeeming 
features in order to improve the working of employment exchanges 
in India. 

Shiva Rao Committee’s Report on Employment Exehangi>s 

Employment exchanges originated Jin India during the Second 
World War period. In July 1945, the Director General of Re-settle¬ 
ment and Employment was appointed and under him 70 employment 
exchanges began to fimction. With independence in 1947, the employ¬ 
ment exchange machinery was made quasi-permanent and the scope 
of the organisation was further widened. In April 1956, the number 
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of employment exchanges was 136. The Second Five Year Plan provides 
for the opening of 120 new employment exchanges, bringing the number 
to 256 at the end of the Plan period. By September 1958, the number 
of exchanges in India increased to 202. 

In 1952, the government appointed a Training and Employment 
Services Organisation Committee with Mr. B. Shiva Rao as Chairman 
to examine and report on the methods and organisation of employment 
agencies. The following are the main recommendations of the Committee 
which submitted its Report in April 1954;— 

(i) Employment exchange organisation should be named National 
Employment Service and should function as a permanent organisation. 
Government and quasi-govemment employment should be compulsorily 
filled through these exchanges. 

(ii) State governments are to be responsible for the day-to-day 
administration of these exchanges. The Central government should, 
however, formulate the general policy and co-ordinate and supervise 
the work of the exchanges situated in different States. 

(iii) No fee should be levied on employers or employment seekers 
who take advantage of the employment exchange service. 

(iv) Employment exchanges should organise institutions for tedi- 
nical and vocational training. 

In accordance with the recommendation of the Shiva Rao Commit¬ 
tee, from November 1956 the administrative control over the employ¬ 
ment exchanges has been transferred to the State Governments. India 
Government’s responsibility is now limited to matters of policy, standards 
and co-ordination, and payment of 60 per cent of the cost of organi¬ 
sation. We hope that with the implementation of most of the recom¬ 
mendations of the Committee during the Second Plan period,'the em¬ 
ployment exchanges would be better organised and would sufficiently 
expand their scope of operation so as to eliminate the jobbers from 
the field of recruitment. We once again reiterate that our employment 
exchanges should follow the Japanese practice of providing the worker 
with loans for assisting him to move to distant places where jobs are readily 
available or for undergoing the special type of training necessary to qualify 
for a particular job. The money so advanced may later on be recovered 
in suitable instalments. Even if the advance cannot be fully recovered, 
it should not be regarded as a national wastage as it has been used either 
for increasing labour mobility or for improving the efficiency of unem¬ 
ployed labour. It is also essential for our Planning Commission to bring 
about an effective co-ordination and synchronisation between man¬ 
power planning and the various facets of the Five Year Plan at each 
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Stage of economic development. It should be remembered that the 
co-ordination of man-power resources with the general economic Plan 
can be best secured through the agency of an well-organised employ¬ 
ment service. 

Wage Fixation—Minimum Wage and Fair Wage 

Low wages of industrial workers prevailing in our country dampen 
their enthusiasm and undermine their efBdency. It is certainly true 
that higher wages paid to workers would automatically raise living 
costs and further accentuate the wage-price spiral. But this does not 
mean that we should postpone upgrading of wages where they are 
unusually low. The wage structure of Indian industries should be 
judiciously drawn up so that the living conditions of an appreciable pro¬ 
portion of workers^ who are at present living below the subsistence line^ 
are raised at lea%t to the minimum accepted level of living, A system of 
minimum wages is highly desirable in this connection for it would increase 
industrial efficiency, raise productivity of labour and promote indus¬ 
trial peace. At present we have become too much scared of the wage- 
price spiral and our national-minded leadership very reluctantly agrees 
to wage-increase proposals. We, therefore, suggest that if higher money 
wages cannot be immediately granted in all cases, a better temporary 
alternative would be to compensate the workers as far as possible by 
providing them with cheap and nutritious food, better dwelling houses 
and* other amenities required for a decent living. 

Minimum Wage and Its Effects 

The fixation of a minimum wage aims at providing a bottom limit 
below which wage may not be paid to any one and it endeavours to 
prepare the ground for the introduction of an integrated structure 
of wages resting on the pivot of a national minimum wage. The main 
object of introducing minimum wage is to prevent ‘sweating’ in indus¬ 
tries, i.e., to upgrade wages in those industries where payments are 
abnormally low. Low wages usually go hand in hand with inefficiency. 
A minimum wage may improve the standard of living of the worker 
and may bring about an improvement in his efficiency. But a number 
of practical difficulties arise when actual fixation of a m ininiuTn wage 
is undertaken. What should be the basis for a minimum wage? The 
wage should be such that the worker and his family are provided with 
a resonable standard of civilized life. In the pre-second world war 
period, Dr. Aykroyd calculated that necessaries of life alone would 
cost about Rs. 20 to Rs. 25 per head. On this basis he made a rough 
g: IE —22 
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calculation of the minimum wage. Now with prices much higher. Dr. 
Aykroyd’s calculation has to be suitably revised. 

The effects of a minimum wage on the industrial sector as a whole 
should be properly studied. If minimum wage is introduced only in 
a few industries, there are definite chances that workers, getting lower 
wages in other industries, would put up resistance and try their level 
best for a revision of their wage. In certain cases, it will also pave the 
path for a sympathetic rise in wages in the upper grades of labour. There¬ 
fore, the best solution lies in the fixation of a basic minimum wage 
applicable to all industries. 

Under ordinary circumstances, an enforcement of a minimum 
wage in all industries would increase the labourer’s share of the total 
national output and decrease profits accruing to entrepreneurs. This 
would naturally bring about a redistribution of demand. The working 
class, getting higher wages, would like to buy more consumption goods 
and as the propensity of the workers to consume is significantly high, 
therefore, to meet the increased demand for consumption goods, in¬ 
dustrial activity would tend to shift to the production of consumption 
goods. This raises an important question. If the fixation of a minimum 
wage appreciably raise the demand for consumption goods, will it be 
prudent to enforce minimum wages in India diuing the initial stages 
of developmental planning when more emphasis is being laid on the 
production of capital goods than on constimption goods? We are of 
the opinion that minimum wages should be immediately enforced in 
the “sweated” industries, where labourers are mercilessly exploited, 
and later on, when conditions for sufficient expansion of consumption 
goods permit a national minimum wage, stabilized by unemployment 
insurance schemes, should be vigorously enforced in all occupations 
throughout the coimtry. 

Minimum Wages Act of 1948 

After independence, the question of minimum wage was discussed 
in a Tripartite Labour Conference and in March 1948, the Minimum 
Wages Act was passed. The following are the main provisions of the Act:— 

(i) It provides for fixing minimum wages in certain employments 
where “sweated” labotu* is prevalent or where there is a great chance 
of exploitation of labour. Minimum wages are not to be fixed in res¬ 
pect of any industry in which there are less than 1,000 employees in 
the whole state. (It should be noted here that, under the 1957 amend¬ 
ment to the Act of 1948, this limiting condition has been substantially 
relaxed.) 
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(ii) The Act provides for the fixation of (a) a minimum time-rate, 
{b) a minimum piece-rate, (c) a guaranteed time-rate, and (d) an over 
time-rate appropriate to different occupations and different classes of 
workers. A minimum wage rate is to consist of (i) a basic rate of wage 
and a cost of living allowance, or (ii) a basic rate with or without a 
cost of living allowance and the cash value of the concessions in respect 
of supplies of essential commodities at nominal rates. The Act lays 
down that wages should be paid in cash, although it empowers the 
appropriate governments for the payment of minimum wages, wholly 
or partly in kind. 

(iii) The appropriate governments are empowered to appoint Com¬ 
mittees to hold enquiries and advise in fixing the rates of minimum 
wages. Advisory Committees are to be appointed for co-ordination 
work and for subsequent revision of wage rales. A Central Advisory 
Board is to be established for advising the Central and State govern¬ 
ments and for integrating the works of the State Advisory Boards. 

Minimum wages have since been fixed by the governments of all 
the States for employments in most of the industries mentioned in Part 
A of the Schedule of the 1948 Act. (Part A of the Schedule includes 
12 industries of which the most important are carpet making, rice and 
flour milling, tobacco manufacturing, plantations, lac manufacturing, 
tanneries and public motor transport). State governments of Bombay, 
Delhi, Madhya Pradesh and Kerala have extended the application of 
the Act to some other industries besides those mentioned in Part A 
of the Schedule of the Act. It is hoped that minimum wages in all the 
scheduled employments, including agriculture, will be fixed in all the 
States by 315/ December, 1959. In fact, this is the deadline laid down 
in the most recent (1957) amendment to the Minimum Wages Act of 
1948. A Central Advisory Board and competent Advisory Authorities 
in the States have also been appointed but it appears from their func¬ 
tioning that they are but temporary, ad hoc bodies. 

The Minimum Wages Act of 1948 excluded many regulated and 
unregulated industries where “sweating” is very common and thus 
the scope of the Act became rather limited. Fortunately some of the • 
state governments were bold enough to extend minimum wages to 
industries other than those listed in the Act. The Act should have speci¬ 
fically mentioned the necessity for a minimum wage in ‘sweated’ occu¬ 
pations like jute, cotton ginning and baling, coal mining etc. The Act 
also deftly avoided the problem of an accurate definition of a minimum 
wage. 

Advisory Boards, mentioned in the Act, would be able to perform 
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their duties in a better manner if they are put on a permanent footing. 
The real problem, however, is that in most of the states there is no 
effective machinery for adequately enforcing the minimum wages. There 
is, therefore, an urgent necessity for an adequate enforcement staff 
which should work in close collaboration with the State Advisory Boards. 
We require a permanent Minimum Wage Board for each industry for 
fixing and revising the wage rate. We should also ultimately aim at a 
uniform national minimum wage which could be enforced in all occu¬ 
pations. 

The Problem of Fair Wages and the Fair Wages Bill of 1950 

Fixation of minimum wages should ultimately pave the way for 
the introduction of fair wages and profit sharing in industries. Mini¬ 
mum wages, supplemented by schemes of profit sharing and fair wages, 
would bring about improved relations between labour and management, 
step up productivity and increase industrial efficiency. 

The Report of the Committee on Fair Wages should be specially 
mentioned in this connection. The Committee states: “We consider 
that a minimum wage must provide not merely a bare sustenance of 

life, but for the preservation of the efficiency of the worker. 

There should be also a provision for fair wage which should be fixed 

somewhere between minimum wage and living wage.“ The 

Committee set up a standard for living wage which was above the stan¬ 
dard of minimum wage. The Committee was of the opinion that while 
fixing a fair wage, in addition to provisions for food, clothing and shelter, 
a measure of frugal comfort for the worker and his family such as educa¬ 
tion for the children, protection against ill health and requirements of 
essential social needs should be provided for. 

It is interesting to note here the relationship that exists between 
minimum wage, fair wage and living wage. The principle of minimum 
wage is usually adopted for such trades where wages are exceptionally 
low or where labour is sweated. Most minimum wage laws treat the 
“living wage” concept as the main criterion for minimum wage fixation, 
but the definitions of living wage differ widely. While some make a direct 
and simple reference to the worker’s normal needs, others give a fairly 
comprehensive enumeration of the items constituting a desirable standard 
of living. But generally speaking the principle of living wage aims at 
fixing a wage rate appropriate for normal needs of the average employee 
regarded as a human being, living in a civilized community. A fair wage, 
on the other hand, implies a wage level which is proportional to the 
efficiency of a worker measured in terms of the value of his marginal 
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net product and not lej>s than the wages of simdar workers in other 
occupations. Thus the fair wage, which is more than a minimum wage 
but less than a living wage, should serve as a step towards the achieve¬ 
ment of the ultimate target of a living wage. In underdeveloped countries 
like India, it is not possible to attain the objective of living wage in a 
short period. Therefore, in gradual stages, our efforts should be directed 
to raise the minimum wage so as to attain as quickly as possible the 
level of fair wage, keeping living wage as our long term objective. 

Accordingly, a Fair Wages Bill was drafted and introduced in 
Parliament in 1950. But it lapsed when Parliament was dissolved for 
fresh elections in 1952. The Bill sought to fix fair wages for workers 
employed, in the first instance, in factories and mines. The Bill defined 
fair wage as “something more than the minimum wage but slightly 
less than a living wage.” The lower limit of this fair wage should obvi¬ 
ously be the minimum wage and the upper limit should be determined 
by the capacity of the industry to pay. The Bill provided for the estab- 
lisliment of State Fair Wage Boards for fixation of fair wages. Besides 
the Slate Boards, tliere should be Regional Boards for each of the indus¬ 
tries taken up for wage regulation. 

We do not know whether the government would again revive and 
reintroduce the Fair Wages Bill in the Legislature. But it should be 
noted tliat the Sea>nd Five Year Plan’s wage policy aims at a structure 
with the emphasis on rising real wages. It also recognises worker’s 
right to a fair wage but points out that in practice it is difficult to evolve 
a consistent formula. It is encouraging to note that towards the middle 
of the Second Plan, tlxe Government announced its intention to set 
up tripartite wage boards for individual industries. Boards for the cotton 
textile industry, sugar industry and cement industry have already been 
set up. Each board is required to take into consideration the needs of 
the respective industry in a developing economy, the requirements of 
social justice, and the need for adjusting wage differentials in such a 
manner as to provide incentives to workers for advancing their skill. 

Tripartite wage boards appear to be the best machinery for translation 
into practice the principles of fair wage prescribed by wage committees, 
especially since there is no question of the State fixing the wages directly 
except for its own employees and certain sweated trades. The State has, 
therefore, a definite role to play in ensuring a sound machinery for fixa¬ 
tion of fair wages, administration of profit sharing schemes and generally 
lending its support to the efforts to bring about a better standard of 
living for the workers. The recent stress on labour participation in indus¬ 
try, profit sharing, the collective agreement relating to wages and bonus. 
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and the State policy in favour of social justice have contributed to make 
the climate favourable for an improvement in the living standard of 
workers in India but it is also clear that much remains to be done in 
the sphere of wage policy. 

Profit Sharing and its Significance in Indian Industries 

Profit sharing means that the employer gives a portion of surplus 
profit of the business to the workers, in addition to wages. Profit shar¬ 
ing is usually based on an agreement between the employer and the 
employees. Therefore profit sharing, based on a definite agreement, 
should be distinguished from the payment of bonus which usually de¬ 
pends on the sweet will of the employer. 

Profit sharing enhances social justice, strengthens the common interest 
of capital and labour and increases the productive ejficiency of the w orker. 
Profit sharing would be highly successful if both the parties—labour 
and capital—take each other into confidence at the lime of mutual 
agreement. The percentage of profit (to be given to the workers in accor¬ 
dance with a mutual agreement between both the parties) should not 
be suddenly changed by the unilateral action of the management. 

After independence, the National Government appointed an Ex¬ 
pert Committee, known as the Profit Sharing Committee, which sub¬ 
mitted its Report in September 1948. The following are the main findings 
of the Committee: 

(i) The Committee viewed profit sharing from three important angles: 
{a) profit sharing as an incentive to production; {b) profit sharing as 
a method of securing industrial peace; and (c) profit sharing as a step 
in the participation of labour in management. 

(ii) On the question of a fair return to capital, the Committee 
thought that 6 per cent return on paid up capital plus all reserves held 
for the purpose of the business would be a fair rate under existing cir¬ 
cumstances. 

(iii) In regard to labour’s share in surplus profits, the Committee 
was of the opinion that this should be 50 per cent of the surplus pro¬ 
fits of the undertaking. The individual worker’s share of profit should 
be in proportion to his total earnings during the preceding 12 months 
minus dearness allowance and any other bonus received by him. In 
those cases, where the individual worker’s share exceeded 25 per cent 
of his basic wage, cash payment should be limited to 25 per cent of his 
basic wage and the excess held on his account either in his provident 
fund or in some other type of “deferred credit’’ system. 

(iv) The Committee recommended profit-sharing as an experimental 
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measure in six well established and well-organised industries (cotton 
textile, jute, steel, cement, cigarette making and tyre manufacturing) 
for a period of five years. 

The Profit Sharing Committee was unable to produce a unani¬ 
mous Report. The Central Advisory Council, which considered the 
Report, also could not arrive at a deci.sion regarding its implementa¬ 
tion. The Second Five Year Plan observes that the principles relating 
to the settlement of bonus and profit sharing require further study before 
an arrangement acceptable to all the parties could be evolved. In spite 
of the employer’s opposition to profit sharing proposals, we think that 
government should give a fair trial to the scheme drafted by the Com¬ 
mittee. This is because profit sharing, by ensuring labour co-partnership 
in the field of industrial production, would immensely help in the achieve¬ 
ment of production targets in course of developmental planning in 
India. 
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SOCIAL SECURITY, INDUSTRIAL 
HOUSING AND LABOUR WELFARE 


Social security refers to “the security that society furnishes through 
appropriate organisation against certain risks to which its members 
are exposed.” These risks are essentially contingencies against which 
the individual of small means cannot effectively provide by his own 
ability or foresight alone, or even in private combinations with his fellows 
—these risks being sickness, invalidity, maternity, old age and death. 

Social Security and Developmental Planning 

Amidst welfare-oriented, democratic type of developmental plan¬ 
ning in India, social security measures and social services constitute 
the bed-rock of a democratic industrial society. India, since the pass¬ 
ing of the Employees State Insurance Act in 1948, has made some pro¬ 
gress in the field of social insurance. But it should be noted that social 
insurance provides only partial security while a policy of social security 
aims at a unified approach for the prevention of injury and disease, 
the achievement of proper redistribution of income and the realisation 
of freedom from all types of want. 

Social insurance can be excellently mingled with labour insurance 
regulations so tliat the efficiency of the industrial worker is not only 
enhanced by means of sickness allowance and medical relief but also 
by a system of rewards and benefits. Peoples’ China has recently in¬ 
troduced Labour Insurance Regulations in addition to Sickness Insu¬ 
rance and Unemployment Insurance. Chinese Labour Insurance Re¬ 
gulations confer special Labour Insurance benefit on model workers 
who have made outstanding contributions to the enterprise. This is 
of great significance in encouraging labour enthusiasm for augmenting 
production. Chinese type of Labour Insurance, if adopted in India, would 
boost up industrial production which is our basic need during the Second 
Plan period. Social insurance should become an essential concomitant 
of the welfare-motivated developmental planning initiated by our Five 
Year Plans. It should be noted that in Eastern European countries, 
specially Czechoslovakia, the Social Insurance Acts are closely related 
to their overall developmental plans with the purpose of pooling the 
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risks and resources in the community and distributing them according 
to needs rather than means. 

A Brief Resume of Social Security Acts Passed During British Regime 

In the pre-independence period, all that we had in the field of 
social security were the Workmen’s Compensation Act of 1923 and 
a number of Maternity Benefit Acts passed by different state govern¬ 
ments. According to the 1923 Act, the employer was required to pay 
compensation in case of injuries sustained by an employee while at 
work. The amount of compensation in the case of fatal accidents was 
calculated on the basis of average monthly wage earned by the deceased. 
In case of injury, compensation was based on the monthly wage and 
on the serious nature of the injury. The 1923 Act was amended several 
times to introduce certain minor changes and to ratify the International 
Labour Convention on occupational diseases. Of these amendments, 
the one passed in 1946 is most important; it raised the wage limit of 
the workers covered by the 1923 Act from Rs. 300 to Rs. 400. Mater¬ 
nity Benefit Acts provided maternity allowances to the women employees. 
But ignorance on the part of the workers and indiflerence on the part 
of the employers stood in the way of effective enforcement of these 
social security Acts. What were required, were a thorough renovation, 
of the Workmen’s Compensation Act and introduction of a broad- 
based comprehensive, state-sponsored social insurance system for the 
workers. In the post independence period, these essential requirements 
have been met, to a considerable extent, by the passing of the Employees 
State Insurance Act (1948) and the Workmen’s Compensation (Amend¬ 
ment) Act (1959). The 1959 Amendment Act has greatly extended the 
scope of the 1923 Act and has made better arrangements for the enforce¬ 
ment of its main provisions. 

Adarkar's Health Insurance Scheme 

During the Second World War period, the subject of health in¬ 
surance for industrial workers engaged the attention of government. 
Conferences of Labour Ministers, held in 1940, ’41 and ’42, discussed 
the problems relating to the introduction of health cum sickness insur¬ 
ance in India. In 1943, Prof. B. P. Adarkar was appointed by the Govern¬ 
ment to prepare a scheme of health insurance for industrial workers. 
Prof. Adarkar's scheme of health insurance woj based on the compulsory 
contribution principle. As an experimental measure. Prof. Adarkar 
wanted to restrict the application of his scheme to textile, engineering 
and mineral cum metal industries. The scope of the scheme was further 
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restricted to workers between the age of 12 and 60 years and below the 
income limit of Rs. 200 per month. Adarkar strongly advocated the 
participation of the Stale as a contributing party in addition to its giving 
standing guarantee for the financial stability of his scheme. In 1945, 
two T.L.O. experts examined the Adarkar Scheme. These experts suggested 
the extension of the scheme to all perennial factories covered by the 
Factories Act and the inclusion of maternity benefits and workmen’s 
compensation within health insurance. On the basis of Adarkar Re¬ 
port and the suggestions of the l.L.O. experts, the Central govern¬ 
ment drafted a Bill which was passed in the form of Employees State 
Insurance Act in 1948. 

The Employees State Insurance Act. 1948 

The main provisions of the Act are given below: 

(i) Scoph: The Act applies, in the first instance, to all factories, 
other than seasonal establishments, run with power and employing 
20 or more persons. The Act extends to the whole of India except the 
State of Jammu and Kashmir. 

(ii) Benefits: The Act confers five types of benefits, viz., sick¬ 
ness, maternity, disablement, dependant’s and medical benefits. The 
risks covered under the scheme are employment injury including occu¬ 
pational disease, maternity and sickness. Provision is made for bene¬ 
fits in cash as well as in kind (medical benefit). 

(iii) Contributions: The scheme of social insurance under the 
Act is based on the principle of contributions by the employees and 
employers. The primary responsibility of paying fees as well as the 
employee’s share of the contribution rests on the principal employer. 
The State bears (2/3rds of the administrative expenses during the first 
five years. 

(iv) Administration: An autonomous body, called the Employees 
State Insurance Corporation, is to be set up for administering the in¬ 
surance scheme. The Corporation should have a Standing Committee 
to work as the Executive Body. A Medical Benefit Council should also 
be set up to advise the Corporation on matters relating to the adminis¬ 
tration of medical benefits. 

(v) Finance: The scheme is to be financed by the Employees State 
Insurance Fund, consisting of contributions of employers and employees 
and grants, donations and gifts from Central and State governments. 
The Central government would make an annual grant to the Corpora¬ 
tion for meeting 2/3rd of the administrative expenses during the first 
five years. 
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On 6th October, 1948, the Employees State Insurance Corpora¬ 
tion was established. It was decided that pilot insurance schemes would 
be first introduced simultaneously in Delhi and Kanpur and later in 
Bombay. Employers of Kanpur and Delhi opposed the idea of pay¬ 
ing for the insurance scheme when industrialists in other centres were 
not immediately required to make such payments. The Employers’ 
Association of Northern India made representations to the government 
for remedying such discriminatory treatment. Therefore an Amend¬ 
ment Act was passed in 1951 which provided that in order to imple¬ 
ment the pilot scheme in a few places only and “to remove the com¬ 
petitive disadvantages in those places, the employers throughout the coun¬ 
try should start paying the contributions and in those places where the 
scheme is implemented, the employers should pay contributions at 
a higher rate.” In February 1952, the Employees State Insurance 
Scheme was introduced in Kanpur and Delhi. The Scheme has since 
been extended to other industrial centres so that at present it covers 
about 14 lakhs of workers in 74 centres. During the Second Plan period, 
it is proposed to implement the Scheme in every industrial centre which 
has a concentration of 1,500 factory workers, thus carrying the bene¬ 
fits to about 22 lakh employees. 

The Employees State Insurance Scheme should be regarded as 
the first step towards the fulfilment of a comprehensive scheme of social 
security for Indian workers. Under its present set up, the scheme exhi¬ 
bits a modest outlook. It does not cover all the risks and all the people. 
iVhat we require in our country is a systematic development of social 
security on a comprehensive scale. In future when bigger and bolder 
extensions of the present Scheme are made, special attention will have 
to be paid to the introduction of unemployment insurance and proper 
type of old age and invalidity security. The government should imme¬ 
diately prepare a comprehensive blue-print of social security and inte¬ 
grate it with our overall development plans so that it can be imple¬ 
mented in gradtial stages in course of the Five Year Plans. 

Towards Unemployment Insurance 

Being wedded to the ideal of welfare-oriented type of democratic 
planning it is expected that our national government would emphasize 
all aspects of man-power planning and would gradually prepare the 
ground for the introduction of unemployment insurance in India. For 
the first time in India, by amending the Industrial Disputes Act in 1953, 
unemployment benefits have been made available to workers in factories 
and mines, employing more than 50 persons. Since May 1954, unemploy- 



348 


INDIAN ECONOMY--ITS NATURE AND PROBLEMS 


ment benefits have been extended to plantation workers also. We are 
of the opinion that these benefits should be further extended to all workers, 
employed in industrial establishments employing 20 or more workers 
and using power, who are covered by the major labour Acts including 
the Employees State Insurance Act, 1948 and the Employees Provident 
Funds Act, 1952. It should be noted here that the unemployment bene¬ 
fits^ introduced since 1953, are mostly payments for lay-off and retrench¬ 
ment and should not he confused with unemployme/it insurance. 

As regards unemployment insurance, a Working Group was set 
up by tlie Central government in 1954. Tliis Working Group empha¬ 
sized the desirability and possibility of an “unemployment insurance 
scheme for India and suggested that both employers and workers should 
contribute to it by way of premia. But the government seems to have 
decided to postpone the introduction of unemployment insurance in 
India and instead is emphasizing more on provision of compensation 
in respect of retrenchment and lay-off and for this purpose has sui¬ 
tably amended the Industrial Disputes y\ct. We are of the opinion that 
“unemployment insurance scheme” should be experimented in pilot areas 
and, in the initial stages, the “scheme” should be administered through 
Employment Exchanges. 

It is, however, gratifying to note that in co-operation with other 
economic Ministries of the Central Government, the Union Labour 
Ministry is examining the feasibility of Shri Nanda’s recent proposal 
for creating an Unemployment Relief Fund. But we are painfully aware 
of the fact that Shri Nanda’s suggestion envisages neither unemploy¬ 
ment insurance nor giving of doles to the unemployed. What he aims 
at is to utilize the proposed Fund to prevent any addition to the existing 
unemployment through closure of mills and other units of production. 
It has been proposed by Shri Nanda that the Fund should be built up 
through a levy on both capital and labour so that if a mill or factory 
is threatened with closure immediate financial help can be available. 

In this connexion, another safeguard to workers will be provided 
when the Companies Amendment Bill (1959) is passed by the Parliament. 
One of the provisions of the amending Bill is that in the event of a com¬ 
pany going into liquidation, the entire dues of the workers will be the 
first charge on its assets. 

The Employees Provident Fund Act/1952 

By means of contributory provident funds or non-contributory 
pensions or pension insurance, provision can be made for old age and 
invalidity. In India the government servants get the benefit of non- 
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contributory pensions; contributory provident funds are to be found 
in some industrial and quasi-government establishments but pension 
insurance is conspicuous by its absence. 

Since independence, the government felt that it was necessary to 
introduce a compulsory provident fund scheme for industrial workers 
in India. The problems arising out of compulsory provident fund were 
fully discussed at tlie Labour Ministers’ conference at Patna in January 
1951. For the introduction of compulsory Provident Fund Scheme an 
Ordinance was passed in November 1951 which was subsequently 
replaced by the Employees Provident Fund Act of 1952. The Act applied, 
in the first instance, to factories, employing 50 or more persons, in 
six major industries, namely, cement, cigarettes, engineering (electrical, 
mechanical and general), iron and steel, paper and textiles. The Central 
Government, however, has been empowered to extend the Act to other 
industries and to those factories also which employ less than 50 persons. 
By means of amendments, passed in December 1956 and May 1958, 
the Government has been authorised to extend the Act to undertakings 
owned by the Central or a State Government or by a local authority 
and also to non-factories. Recently the Act has been extended to a large 
number of factories and to a number of mines, plantations and news¬ 
paper establishments. ' 

The central features of the Provident Fund Scheme are that it is made 
compulsory on both employers and workers and that both parties are re¬ 
quired to contribute. The Scheme covers every worker who has com¬ 
pleted one years’ continuous service and whose basic wage does not 
exceed Rs. 300 a month. (From 31st May, 1957, this eligibility limit of 
Rs. 300 has been raised to Rs. 500 per month). At present the employee 
and the employer each contributes 6-1/4 per cent (i.e. one anna in the 
rupee) of the total emolument of the worker. It is expected that very 
soon the contribution of workers and employers under the Scheme 
will be increased from 6-1/4 per cent to 8-1/3 per cent. The amount 
standing to a member’s credit can be withdrawn by a member on re¬ 
tirement from service after attaining the age of 55 years or on retirement 
on account of total incapacity for work due to bodily or mental in¬ 
firmity or while migrating from India for permanent settlement abroad. 
Withdrawals are also permitted for making payments towards life in¬ 
surance policies. 

The Scheme under the Act, began to be implemented from 1st 
November, 1952. Since then, the Provident Fund contributions by 
the employers and the employees have been credited to an account 
called the Provident Fund Account. At present the Central govern- 
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merit is supervising the Scheme with the assistance of a Central Board 
of Trustees. But the proposal for its decentralization will be finalized 
very soon. Already, the whole country has been divided into 20 regions, 
with regional offices, and Regional Committees have been formed in 
Bombay, Bihar, Madras, Madhya Bharat, West Bengal and Uttar 
Pradesh. By the end of March 1958, the Scheme covered 6,524 estab¬ 
lishments, employing 29.56 lakhs of workers of whom 24.12 lakhs were 
receiving the benefit. 

The Scheme makes a definite advance in the field of social security 
in India. It will increase the workers’ zeal for work which would help 
towards the establishment of industrial peace and a stable labour force. 
It is encouraging to note that in July 1956, the Employees Provident 
Fund Act of 1952 was extended to 13 new categories of industries and 
to another four in September 1956. In December 1956 the Scheme 
was extended to newspaper establishments also. From April 1957 the 
Scheme started covering five types of plantations, employing 50 or 
more workers. Next, in November 1957, the Scheme was extended to 
four classes of mines. By the end of 1958, the Scheme covered altogether 
38 industries. We hope that there would be further extensions of the 
Scheme during the remaining period of the Second Five Year Plan. 
But the extensions of compulsory Provident Fund Scheme and the Employees^ 
State Insurance Scheme should be done in a manner which would pre¬ 
pare the way for the future introduction of a comprehensive social security 
system for India, It should be emphasised that a comprehensive social 
security system is the keystone of a welfare-motivated development 
planning programme. 

Towards an Integrated Social Security Programme 
(Menon Committee's Views) 

As we have already emphasized the measures introduced by the 
government so far for dealing with social security have been separately 
conceived and executed, thus leading to duplication and confusion. 
Integration of the various measures of social security under the aus¬ 
pices of a single organisation is an urgent necessity in India not only 
because it will give rise to greater efficiency and economy but will faci¬ 
litate the co-ordination of the social security programme with the vari¬ 
ous facets of the developmental plan. It is gratifying to note that the 
‘‘Study Group on Social Security” (with Mr. V. K. Menon as its chair¬ 
man) submitted to the government in December 1958 an interesting 
Report containing important recommendations for integrating social 
security schemes in India. The Menon Committee's main recommenda- 
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tion is to set up a central organization to administer the Employees' State 
Insurance Scheme and the Employees' Provident Fund Scheme—both of 
which are sought to be amalgamated. The Committee recommends that 
the additional financial burden on the employers and employees, which 
would become inevitable when the integrated scheme of social security 
is adopted, should not be “beyond liabilities already placed by the ex¬ 
isting statutory law.” It may be observed here that the 1958 Labour 
Ministers’ Conference fully endorsed this main recommendation of the 
Menon Committee for integrating social security schemes. 

Another important recommendation of the Committee is that the 
liability of employers in respect of gratuities should be made statutory 
and the employers should be required to pay this as a contribution 
towards pension-cum-gratuity scheme. The provident fund, it is sug¬ 
gested, should be converted into a statutory pension scheme. This 
would involve payment of a small gratuity sufficient to meet imme¬ 
diate needs and using the rest of the resources towards giving the maxi¬ 
mum pensionary benefits. To provide pensions of reasonable amounts 
the resources are sought to be augmented by increasing the present 
rate of contributions of workers and employers to the provident fund 
from 6-1/4 per cent to 8-1/3 per cent of wages. Here also the Committee 
attempts at integration of pension, provident ftmd and gratuity schemes. 
It may be noted in this connection that the 1958 Labour Ministers’ 
Conference decided that the employer’s contribution under the Em¬ 
ployees’ State Insurance Scheme will be raised to 4-3/4 per cent, as 
provided for in the law; the contribution of workers and employers 
under the provident fund scheme will be increased from 6-1/4 per cent 
to 8-1/3 per cent. 

The recommendations of the Menon Committee indicate the lines 
on which a fuller and better integration of the social security measures, 
so far adopted by our government, could be achieved. It is expected 
that the government would soon set up one co-ordinating agency for 
the overall administration of the Employees’ State Insurance Act, the 
Employees’ Provident Fund Act, the Coalmines Provident Fund Act 
and the Assam Tea Plantation Act. But even then, this will be just the 
beginning of the co-ordinating process which cannot be completed 
until the government chalks out a comprehensive social insurance scheme 
and tags it to the integrated social security programme. 

Industrial Housing 

Social security measures should be supplemented by industrial 
housing and labour welfare schemes. Both housing and labour welfare 
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programmes occupy distinct roles in our Five Year Plans. In course 
of developmental planning in India, the tempo of industrialization 
cum urbanisation would be speeded up. Therefore it would be neces¬ 
sary to undertake a comprehensive housing programme for industrial 
workers. Bad housing conditions impair the health and efficiency of 
the workers. The government of a welfare state should provide labour¬ 
ers with suitable accommodations at cheap rates. It should be emphas¬ 
ized that apart from the labour, equipment and capital it requires, a 
housing programme can be successful only if it is adapted to national 
economic development as a whole and to present and, so far as pos¬ 
sible, future social needs. 

Government Housing Schemes: In 1949, the Ministry of Labour 
drafted a Scheme under which interest free loans to the extent of 2/3rds 
of the cost of the approved housing scheme were to be given to state 
governments and to private employers, sponsored by the state. The 
remaining l/3rd should come from the state governments and the em¬ 
ployers. This scheme could not make much progress because a large 
portion of the money advanced to the state governments for housing 
schemes remained unutilized. In September 1952, in accordance with 
the recommendations of the Planning Commission, the subsidized In¬ 
dustrial Housing Scheme was introduced. Under this new scheme three 
types of tenements were entitled to subsidies and loans: {a) those put 
up by the state governments or Statutory Bodies, such as Improvement 
Trusts; (A) those started by Co-operative Housing Societies of workers 
and (c) those constructed by industrial employers for their workers. 
This new Housing Scheme was financed out of Rs. 38.5 crores, earmarked 
for industrial housing under the First Five Year Plan. In course of the 
First Five Year Plan, the government sanctioned a total construction 
programme for 79,679 tenements under the Scheme but only 43,834 
could be completed. It is expected that during the Second Plan period 
128,000 tenements will be constructed under the Subsidized Industrial 
Housing Scheme. Rs. 45 crores have been set aside for tenements 
under the Subsidized Housing Scheme during the Second Plan 
period. 

Looking at the progress made under the Subsidized Housing Scheme 
during the First Plan period, we find that in spite of the keen interest 
and initiative taken by the government, encouraging response did not 
come from the employers and industrial co-operatives. We are of the 
opinion that for every industry in the private sector a joint housing com¬ 
mittee^ consisting of representatives of the employers^ employees and 
the government, should be established. Such a system would ensure joint 
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co-operation and joint management of a housing scheme and would 
expedite the construction of houses for industrial workers. 

Labour Welfare Programmes in the Five Year Plans 

The Five Year Plans’ labour policy and programmes have been 
framed with the purpose of increasing the welfare and wellbeing of the 
working classes so that industrial efficiency and productivity are stepped 
up. During the First Plan period, the government took a few important 
steps for improving the condition of labour. The success of the First 
Plan in the field of labour is marked by such factors as improvement 
in the industrial relations, increase in real earnings, extension of social 
security measures, progress of housing schemes. But the main defect of 
the First Plants labour policy was the absence of any attempt for properly 
phasing and dovetailing a comprehensive social security cum labour wel¬ 
fare programme with the different phases of developmental planning. 
In fact, the labour welfare measures of the First Plan, including the 
social security schemes, have not been a great success simply because 
they were imposed from above in an haphazard and unco-ordinated 
manner. 

The Second Plan, which intends to spend for labour programmes 
about Rs. 29 crores, as against Rs. 7 crores of the First Plan, attempts 
to increase labour’s share and participation in India’s progress and 
to strengthen the labour movement. But the Second Plants labour policy 
and programme also suffer from lack of integration and comprehensive¬ 
ness. The whole policy has emerged from a piecemeal growth of divergent 
views and opinions of those who are in authority. For strengthening the 
trade union movement, the Second Plan has suggested the recognition 
of representative unions under certain conditions and improvements in 
trade union finances. On the question of industrial peace, the Second 
Plan emphasizes both conciliation and arbitration methods. But un¬ 
fortunately collective bargaining method is not given the importance 
it deserves. We think that the logical corollary of the policy of strength¬ 
ening trade unions should be to encourage collective bargaining for the 
settlement of industrial disputes. Thus it is evident that this part of 
Second Plan’s labour policy suffers from lack of co-ordination and com¬ 
prehensiveness. 

The Second Plan’s labour welfare programme includes the novel 
suggestion of the workers’ participation in the management functions. 
It is suggested that “councils of management consisting of the repre¬ 
sentatives of the workers, technicians, and management” should be 
established in as many industrial imdertakings as possible during the 
o: IE— 23 
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Second Plan period. Although the organisational structures of the pro¬ 
posed councils of management have much similarity with the Workers’ 
Councils effectively functioning in some of the Eastern European 
Countries, it is doubtful whether the Indian councils will possess any 
effective power for management. It is interesting to note that the Yugo¬ 
slavian Workers’ Council is an effective decision-taking body; it satis¬ 
fies the workers’ urge of self-expression and strengthens the basic struc¬ 
ture of industrial democracy. In India, on the other hand, the proposed 
councils of management are but deliberative bodies which are em¬ 
powered only to discuss and recommend the necessary measures. It is 
difficult to understand in what respect the proposed councils will differ 
from the works committees at present functioning in most of our indus¬ 
trial undertakings. Here, as elsewhere, the labour-welfare programme of 
the Second Plan suffers from a lack of consistency and makes a timid 
and modest attempt to fulfil high sounding objectives and pious wishes. 

The Second Plan relates wages to productivity. It asserts that im¬ 
provement in wages can result mainly from increased productivity. 
We think that the Chinese type of labour insurance scheme, which 
confers extra benefits on productive and efficient workers, should be 
introduced at least in a few selected industries. Inclusion of the Chinese 
type of labour insurance within the fold of social security measures 
would help to integrate our social security programme with the schemes 
for stepping up the productive efficiency of our labour force. As re¬ 
gards wage policy, the Second Plan suggests various methods including 
appointment of a Wage Commission, revision of the present series of 
cost of living indices at different centres, setting up of a Tripartite Wage 
Board and undertaking of a Wage Census. But here also, the whole 
approach suffers from lack of unification and co-ordination. In fact, 
the most glaring defect of Second Plan's labour programme arises from 
its piecemeal and disjointed approach. 
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APPENDIX TO PART V 
A. Selected Indicators of Industrial Production 
Table 5.1 

Industrial Production^ 1956-58 






Index number of pro- 





duction (1951 = 

= 100) 


Unit 

1956 

1957 


October 

October 





1957 

1957 

1958 

Textile Manufactures 




116.8 

111.1 

113.8 

Cotton Cloth 

(lakh yards) ... 

53.066 

53,174 

109.7 

103.0 

105.3 

Cotton Yarn 

(lakh lbs) 

16,712 

17,801 

127.5 

122.5 

129.7 

Jute Textiles (£r) ... 

thousand tons) 

1,093 

1,030 

120.5 

115.6 

115.1 

Sugar (h) 

(thousand tons) 

1,856 

2,039 

185.5 

47.9 

344.7 

Paper and Paperboard (thousand tons) 

194 

210 

159.3 

166.4 

204.4 

Cigarettes 

(crores) 

2,630 

2,881 

134.7 

127.6 

132.7 

Coal 

(lakh tons) ... 

394 

435 

126.8 

124.3 

131.1 

Iron and Steel 




119.3 

117.4 

116.9 

Finished Steel 

Pig Iron and Ferro- 

(thousand tons) 

1,338 

1,346 

125.1 

121.2 

115.4 

alloys 

(thousand tons) 

1,958 

1,912 

104.8 

107.9 

120.8 

General Engineering 




241.3 

203.5 

234.8 

Hurricane Lanterns 

(thousands) ... 

5,179 

4,345 

109.3 

72.7 

84.9 

Diesel Engines ... 
Chemicals and Che- 

(number) 

12,012 

16,644 

229.6 

287.4 

390.4 

mical Products ... 




181.3 

181.1 

204.4 

Soap (r) 

(thousand tons) 

110 

112 

133.8 

136.6 

146.7 

Matches (d) 

(thousand cases) (e) 616 

578 

100.1 

90.9 

96.5 

Sulphuric Acid 

(thousand tons) 

165 

196 

183.3 

178.4 

212.5 

Automobiles 

(number) 

32,136 

31,932 

143.4 

132.0 

145.7 

Rubber Products 




165.5 

115.0 

139.0 

Tyres (/) 

Electricity Gene¬ 
rated (g) 

(thousands) ... 

7,259 

8,140 

170.1 

102.7 

136.8 

(lakh kwh) ... 

96,108 

108,348 

184.9 

186.9 

219.2 

Cement 

(thousand tons) 

4,928 

5,602 

175.3 

191.7 

154,4 

Non-Ferrous Metals 




151.7 

169.4 

160.9 

Brass 

(thousand tons) 

13.6 

17.8 

158.2 

184.9 

166.1 

Iron Ore 

(thousand tons) 

4,248 

4,620 

126.3 

130.2 

169.5 

General Index 




137.3 

133.9 

142.7 


{a) Figures relate to the production by mills which are members of the Indian 
Jute Mills Association and also to one non-member mill. 

(6) Figures relate to the crop year (November to October) and are in respect 
of cane sugar only. 

(c) Figures refer to the production of org^'sed factories. 

(d) Include figures for Jammu and Kashmir. 

(e) 50 gross boxes of 60 sticks each. 

(/) Figures are in respect of automobile and cycle tyres only. 

(g) Includes figures for Jammu and Kashmir and covers all power stations owned 
by industrial concerns. 

Sources: (/) Appraisal and Prospects of the Second Five Year Plan (May, 1958); 

(lY) Reserve Bank of India Bulletins (October, 1957 to October, 1958.) 
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Table 5.2 


Production of Iron and Steel 


{In thousand tons) 


Year 




Pig iron 

Finished steel 

1916 





99.0 

1939 




1,835 

842.9 

1941 




— 

1,137.7 

1947 




1,320 

893.3 

1950 




1,562.4 

1,004.4 

1951 




1,708.8 

1.076.4 

1954 




1,792.8 

1,243.2 

1955 




1,756.8 

1,260.0 

1956 




1,807.2 

1,338.0 

1957 




1,789.2 

1,346.4 

1958 




— 

1,295.0 


Sources: (i) Programmes of Industrial Development (1951-56); 
(//) Programmes of Industrial Development (1956-61). 


Table 5.3 


Production of Coal 


{In lakh tons) 


Year 


Production 


1947 






300.0 

1950 





., 

319.9 

1951 






342.1 

1954 






367.7 

1955 






382.1 

1956 






394.0 

1957 






435.1 

1958 





•• 

452.0 


Source: Programmes of Industrial Development (1956-61), Planning Commis¬ 
sion, Government of India. 


Table 5.4 


Production of Cotton Yarn and Cloth 


Year 



Cotton yarn 
{lakh lb,) 

Cotton cloth 
{IM yd.) 

1947 



12,960 

37,620 

1950 



11,750 

36,670 

1951 



13,040 

40,760 

1952 



14,500 

45,980 

1955 



16,340 

50,930 

1956 



16,712 

53,066 

1957 



17,801 

53,174 

1958* 


•• 

16,800 

49,270 

♦Provisional 

Source: Programmes of Industrial Development (1956-61). 
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Table 5.5 



Production of Jute Manufactures 

(In thousand tons) 

Year* 


Production^; 

1947 


1,052 

1950 


836 

1951 


875 

1955 


1,027 

1956 


1,093 

1957 


1,030 


♦The figures relate to the period July-Junc\ which is the jute year. 
tFigures for 1950 onwards relate to the production of mills in the membership 
of the Indian Jute Mills Association and one non-member mill. 

Sources: (i) Programmes of Industrial Development (1956-61): 

Hi) Annual Reports (1950-57) of I.J.M.A. 


Table 5.6 
Production of Tea 


Year 

Area under 
cultivation 
(thousand acres) 

Production 
(thousand lbs) 

1947 

766 

5,61,740 

1950 

777 

6,07,318 

1951 

782 

6,41,079 

1954 

779 

6,51,478 

1955 

791 

6,78,371 

1956 

792 

6,80,610 

1957 

792 

6,75,631 

Sources: 

(/) Report of the Plantation Inquiry Committee (1957); 
(//) Bulletins issued by the Indian Tea Board. 

Table 5.7 

Growth of Sugar Industry 



Production of cane 


Year 



Number of mills 

sugar (thousand 
tons) 

1931-32 



32 

160 

1938-39 



132 

642 

1945-46 



138 

923 

1950-51 



139 

1,116 

1955-56 



143 

1,856 

1956-57 



— 

2,039 

1957-58 



— 

2,006 


Sources: Annual Reports of the Indian Sugar Mills Association. 
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B. Tables Showing the Highlights of Industrial Development 
Programmes During the Planning Period 


Table 5.8 

Percentage increase during 1955-56 in capacity in some major industries 
(in the private sector) 







Percentage 

Serial Industry 

Unit 

Installed capacity 

Increase 

No. 








1953-54 

1954-55 

1955-56 

1954-55 

1955-56 


1. Cement 

’000 tons 

4243 

4440 

4931 

4.6 

11.1 

2. Sulphuric Acid 

Do. 

197 

209 

242 

6.1 

15.8 

3. Paper & Paper Board 

Do. 

174 

186 

210 

6.9 

12.9 

4. Rayon filament 

Million lbs. 

11.2 

17.2 

22.3 

53.9 

29.7 

5. Staple fibre 

Do. 

11.2 

11.2 

16.0 


42.9 

6. Electric motors 

’000 HP 

200 

200 

263 


31.5 

7. Electric transformers 

'000 KVA 

328 

378 

657 

15.2 

73.8 

8. Sugar 

9. Cotton textiles: 

'000 tons 

1630 

1645 

1740 

0.9 

5.8 

(/) Cotton Yarn 
(//) Cotton Cloth 

’000 spindles 

11899 

11958 

12051 

0.5 

0.8 

(mill made) 

'000 looms 

199 

203 

203 

2.0 

•• 

Source: Review of the First Five Year Plan (May, 1957), 




Table 5.9 





Progress of (Central) Developmental Expenditure 




on 

Village and Small Industries 








(Rs. lakhs) 

Industry 

1951-52 

1952-53 

1953-54 

1954-55 

1955-56 

1951-56 





(Revised) 

(Total) 

1 

2 

3 

4 

5 

6 

1 

Handloom 

0.14 

5.33 

293.52* 

353.25* 

569.97* 

1223.21 

Khadi 

1.68 

19.00 

181.43* 

332.70* 

703.00t 

1237.81 

Village Industries 
Small-scale Indus¬ 

0.59 

0.73 

15.91 

67.61 

205.00? 

289.84 

tries 

5.61 

3.99 

31.68 

147.44 

252.00 

440.72 

Handicrafts 

4.50 

2.60 

14.00 

16.00 

45.00 

82.10 

Sericulture 

1.42 

2.70 

3.88 

7.91 

50.00 

65.91 

Coir 

— 

2.18 

1.56 

5.00 

21.00 

29.74 

Total .. 

13.94 

37.53 

541.98 

929.91 

1845.97 

3369.33 


• Expenditure met from the Cess fund, 
t Latest estimate is Rs. 698.23 lakhs, 
t Latest estimate is Rs. 202.12 lakhs. 

Source: Review of the First Five Year Plan (May, 1957). 
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Table 5.10 


Industry~mse Break-up of Total Outlay in the First Plan 
(both for Public and Private Sectors) 

(In crores of rupees) 



Estimate 

under 

First Plan 

Investment as 
now estimated 
to have been 
actually 
incurred 

Metallurgical industries (iron and steel, alu¬ 
minium, lead etc.) 

85.0 

61.0 

Petroleum refining .. 

64.0 

45.0 

Chemical industries (heavy chemicals and ferti¬ 
lisers, drugs and pharmaceuticals, dyestuffs 
and plastics) 

26.0 

27.0 

Engineering industries (heavy and light) 

53.0 

46.0 

Cotton textiles 

9.0 

20.0 (flf) 

Sugar industry 

0.1 

5.0 

Rayon textiles (including staple fibre and che¬ 
mical pulp) 

16.5 

8.0 

Cement 

17.7 

17.5 

Paper and paper-board including newsprint 

lA 

12.0 

Electric power generation and distribution 
(in the private sector) 

16.0 

32.6 

Others 

32.3 

18.9 

Total 

327.0 

293.0 


(a) Overall investment, inclusive of expansions, replacements and modernisa¬ 
tion is estimated at Rs. 80 crores. 

Source: Review of the First Five Year Plan (May, 1957). 


Table 5.11 

Industry-wise Break-up of Total Outlay in the Second Plan 
(both for Public and Private Sectors) 


Amount Percentage of 

(in crores of toted 

riqtees) investment 


Metallur^cal industries 

502.5 

45.9 

Engineering industries 

150.0 

13.7 

Chemical industries 

132.0 

12.0 

Cement, electric porcelain and refractories .. 

93.0 

8.5 

Petroleum refining .. 

10.0 

0.9 

Paper, newsprint and security paper 

54.0 


Sugar 

51.0 

4.7 

Cotton, jute, woollen and silk yam and cloth 

36.3 

3.3 

Rayon and staple fibre 

24.0 

2.2 

Others 

41.5 (a) 

3.8 


(a) Includes an investment of Rs. 29.0 crores in respect of mining and power 
generation under the South Arcot Lignite Project. 

Source: Second Five Year Plan Report (1956) 
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D. Tables Showing the Highlights of Industrial 
Relations in India 


Tabi.e 5.14 

Index of Industrial Relations (1926-54) 


Year 

Estimated num¬ 
ber of man-days 
actually worked 

M 

(in lakhs) 

Man-days 
lost owing 
to industrial 
disputes 

L 

M 

L 

Index of Industrial 
Relations on the 
assumption that 
MIL 

for I939--I00 

1926 

4.338 

9 

463 

426 

1927 

4,382 

8 

569 

523 

1928 

4,341 

298 

14 

• 13 

1929 

4,453 

122 

36 

34 

1930 

4,375 

12 

351 

323 

1931 

4,102 

24 

174 

160 

1932 

4,067 

13 

303 

279 

1933 

4,036 

21 

190 

175 

1934 

4,276 

48 

89 

82 

1935 

4,653 

10 

478 

439 

1936 

4,783 

19 

250 

250 

1937 

5,126 

83 

61 

57 

1938 

5,318 

87 

61 

56 

1939 

5,358 

49 

108 

100 

1940 

5,644 

71 

79 

73 

1941 

6,599 

29 

228 

210 

1942 

6,984 

56 

124* 

115 

1943 

7,455 

23 

328 

301 

1944 

7,720 

32 

238 

219 

1945 

8,087 

40 

204 

188 

1946 

7,083 

120 

59 

54 

1947 

6,961 

158 

43 

40 

1948 

7,222 

75 

96 

88 

1949 

7,448 

49 

152 

140 

1950 

7,663 

118 

64 

60 

1951 

7,762 

28 

275 

253 

1952 

7,856 

21 

382 

351 

1953 

7,736 

26 

301 

277 

1954 

7,924 

27 

292 

268 


Source: V. V. Giri, Labour Problems in Indian Industry. 
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'Cover disputes involving ten or more persons and resulting in stoppage of work. 
^Rdating to disputes in progress during part or whole of the period. 

Sources: Indian Labour Gazettes (January, 1958 to February, 1959). 





PART VI 

Public Finance 


Chapter 25 


REFORM OF THE INDIAN 
TAX SYSTEM 


With Special Reference to Recent Budgets 


The structure of Indian taxation was highly disturbed by the exi¬ 
gencies of war finance during the Second World War period. The tax 
system, which emerged from wartime manipulation of public finance, 
was haphazard, unplanned and regressive in character. The Indian tax 
structure affected only a narrow range of population and suffered from 
considerable evasion. Drtring the British regime almost no attempt was 
made for redressing the drawbacks, arising from the repressive nature 
of our tax system, by means of a welfare-motivated public expenditure 
programme. Budgets, framed by the British rulers during the war and 
post-war period, showed an excessive expenditure on Defence and Se¬ 
curity Services while Nation Building Services were almost entirely 
neglected. After independence, the National Government felt that the 
Indian tax structure required a thorough remodelling which would 
enable it to play a vital role in the sphere of developmental planning. 
Accordingly, the Taxation Enquiry Commission was appointed under 
the Chairmanship of Mr. John Mathai in April, 1952. 

Repent of fhe Taxation Enquiry Commission (1953-54) 

(a) Main Findings, (i) Trends In Public Revenue:— Surveying 
the trends in puUic revenues, the Commission points out that the rise 
in revenue since the pre-war period was largely due to the all round 
(inflationary) increase in money incomes. When total public revenue 
is related to national income, there appears to have been very little 
addition to the national tax effort Commodity taxes and taxes falling 
nudnly on domestic consumption continue to occupy a distinct position 
in the fiscal system, accounting for about 45 per cent of the total revenue. 
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The percentage of direct taxation had risen from 12 per cent in 1938-39 
to 45 per cent in 1944-45, but had fallen to 24 per cent in 1953-54. 
(ii) Trends in Public Expenditure: —Reviewing public expenditure, 
the Commission emphasizes the need for ensuring the most effective 
utilization of the existing tax resources before the people are burdened 
with new and higher taxes. The Committee notes that there has been 
a marked expansion, since independence, of expenditures for development 
purposes. The increasing role assigned to social service expenditure 
tended to diminish the unpopularity of the tax system, while the in¬ 
creasing importance of development expenditure tended to increase the 
taxable capacity of the people in the long run. (iii) Incidence of Taxa¬ 
tion: —^Although the level of urban taxation on the whole is higher at 
all income stages as compared to the rural, the Commission finds that 
the disparity is not quite so great in the middle and lower ranges of 
income. The Commission notes that urban indirect taxation is slightly 
more progressive than rural taxation and is of the opinion that there is 
greater scope for increased taxation of higher rural incomes. The Com¬ 
mission thinks that indirect taxes can be used as a means of progres¬ 
sive taxation in a limited way; there is, however, some scope for widening 
the base for indirect taxes, (iv) Investment Trends and Development 
Programme: —The Commission is of the opinion that every effort should 
be made to enlarge the role of taxation and borrowing in financing deve¬ 
lopment in the public sector and to minimise the role of deficit financing 
specially in the longer period following the First Five Year Plan. The 
Commission, however, thinks that there is a case for some amount 
of deficit financing in the short period. The Commission finds that 
gross capital formation in the corporate sector amounted to Rs. 359 
crores during the 5 years, 1946-51. The principal sources for the financ¬ 
ing of expansion of industry were fresh eqtiity capital and retained pro¬ 
fits of industry; of the two, retained profits were more important than 
new subscriptions (equity capital). 

(b) Tax Policy Rec(»imiended by tbe Commission. The Commis¬ 
sion laid down the following general principles for a reoriented tax 
policy which wotild fulfil the requirements of development finance in 
course of the Five Year Plans: (i) For reducing inequalities, an in¬ 
crease in progression in direct taxation coupled with measures for more 
effective tax enforcement, was required, (ii) For the purpose of deve¬ 
lopment programme, what was required was a properly diversified 
scheme of taxation with emphasis on both depth and range. The Com¬ 
mission summed up its policy for taxation in relation to economic deve¬ 
lopment in the following words: “On the whole, the kind of tax system 
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which would be best adapted to meet the requirements of the Indian 
economy, having regard to the development programme, appears to 
be one which woidd increase the resources for investment available to 
the public sector with as small a diminution as practicable of invest¬ 
ment in the private sector and which, therefore, is accompanied by the 
largest practicable restraint on consumption by all classes. Restraint 
on the consumption of higher income groups must, of course, be greater 
than in respect of lower income groups.” Additional taxation of a wide 
range of luxury or semi-luxury products at fairly substantial rates, ac¬ 
companied by broad-based taxation of articles of mass consumption at 
comparatively low rates, was therefore suggested, (iii) Being keenly con¬ 
scious of the needs of expansion and progress in the private sector, 
the Commission recommended a development rebate of 25 per cent 
on all specific investments in fixed assets. Another change which the 
Commission recommended for stimulating new investment and enter¬ 
prise in the private sector was the grant of a complete tax holiday for 
six years, from the first year of production, to new concerns of special 
national importance. The Commission was of the opinion that this 
concession should replace the general tax relief upto 6 per cent of the 
employed capital in all new industrial concerns, (iv) The Commission 
observed that the present disparity in consumption level produced a 
demoralising effect on majority of the workers. Therefore, there should 
be a ceiling on net personal income after tax which should not exceed 
approximately 30 times the prevailing average per family income in 
the country; this might be achieved by stages over a period of time, 
(v) The Commission was of the opinion that additional resources for 
development in the public sector should be secured through (a) an in¬ 
crease in income tax partially offset by some reduction in the corpora¬ 
tion tax with some additional relief for savings and investment; (h) a 
substantial increase in excise taxes; (c) increases in non-tax revenue 
through adoption of suitable pricing policies; (</) moderate land reve¬ 
nue surcharges; (e) increase in rates and extension of territorial cove¬ 
rage of the agricultural income tax; (/) more extensive adoption of 
property taxation; and (g) a widening of the coverage and, in due course, 
an increase in rates of sales tax. 

An Appraisal 

The Taxation Enquiry Commission’s recommendations should be 
viewed as an important landmark in the field of development finance. 
The Commission attempts at a systematic reorientation of the traction- 
ally conservative and regressive Indian tax structure so as to fulfil the 
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requirements of developmental planning. The Commission’s reconunenda- 
tions for development rebate and tax holiday would go a long way in 
providing the stimulation which private enterprise requires for deli¬ 
vering the goods in a planned economy. These two new concessions, 
together with some slight modifications in the domain of income taxes, 
would help to achieve the contemplated increase in private investment 
during the Plan period. 

But one feels that the Commission was somewhat undecided about 
the magnitude of deficit financing to be undertaken during the process 
of planned economic development. Probably, the Commission was un¬ 
aware of the nature and magnitude of the Second Five Year Plan. The 
Commission’s statement that there is a case for certain measure of 
deficit financing in the very short period is vague and unsatisfactory 
and does not fit in with the line of approach to be found in India’s Second 
Five Year Plan which assigns a distinct role to deficit financing. 

However, the spirit of the proposals and the general feature of 
the tax policy enunciated by the Commission would create a new fillip 
in the realm of development finance. The equality approach, incentive 
approach and development approach give rise to the three archstones 
on which rests the Commission's reoriented tax policy. All three are 
approaches in the right directions though the details of policy, arising 
out of them, have to be changed from time to time so as to satisfy the 
needs of changing circumstances. In the realm of development finance, 
the Taxation Enquiry Commission has proceeded along the right track 
and recommended policies, which with slight modifications, wotild be 
able to solve at least some of the intricate problems related to the financ¬ 
ing of our Five Year Plans. 

Kaldor's Proposal for Indian Tax Reform 

In January, 1956, Mr. Nicholas Kaldor of Cambridge University 
was asked by the Finance Ministry to investigate and suggest changes 
in the Indian tax stnicture in view of revenue requirements during the 
Second Plan period. An expert study of the Indian tax structure was 
necessary so that changes could be introduced for fulfilling the revenue 
needs of the Second Plan. The Taxation Enquiry Commission framed 
its proposals so as to satisfy the general requirements of development 
planning. But the launching of the Second Five Year Plan, with its 
bold expenditure programme, necessitated an investigation for addi¬ 
tional sources of tax revenues and also for newer methods of reorien¬ 
tation of the existing soiuces. Mr. Kaldor, however, concentrated mainly 
in the field of direct taxation and suggested a number of significant 
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changes. The following are some of the far reaching recommendations 
which Mr. Kaldor has made for reforming the Indian tax structure: 

(i) Mr, Kaldor aims at broadening the base of direct taxes in India. 
For this purpose he would like to introduce an annual tax on wealth; 
the taxation of capital gains; a general gift tax; and a personal expen¬ 
diture tax (the expenditure tax should partially substitute the existing 
super tax on income). Five taxes—income tax, capital gains tax, an¬ 
nual wealth tax, personal expenditure tax and the general gift tax— 
should all be assessed simultaneously on the basis of a single compre¬ 
hensive return. But the maximum rate of income tax should not be more 
than 45 per cent. 

(ii) Mr. Kaldor attempts at a comprehensive reform in the realm 
of personal income taxation. This reform would be achieved through 
a progressive tax on personal expenditure, (beginning from 25 per cent 
and reaching gradually 300 per cent), inclusion of capital gains in tax¬ 
able income, an annual tax on wealth (varying from l/3rd per cent to 
II per cent), a tax on gifts and inheritance, and, as a neutralising factor, 
a reduction in the maximum rate of income tax to 7 annas a rupee. 
He also suggests significant changes in the domain of business taxation. 
According to him companies are to be taxed at a non-refundable fiat 
rate of 7 annas a rupee on all profits distributed and undistributed; all 
other direct taxes on business are to be abolished. These changes, if 
implemented, would increase tax revenues, on the basis of 1954-55 
income, by Rs. 60 to Rs. 100 crores per annum. 

(iii) The introduction of a personal expenditure tax and an annual 
tax on wealth would serve the purpose of mitigating the severe disin¬ 
centive effects on work, saving and enterprise of a highly progressive 
tax, levied on income. Thus the expenditure tax and the tax on wealth 
would be instrumental in earning more revenue and counteracting dis¬ 
incentive effects which arise at present from the existing system of highly 
progressive income tax. 

(iv) With regard to the control of evasion of business income, Mr. 
Kaldor recommends that there should be a compulsory auditing of 
accounts of incomes in excess of Rs. 50,000 in the case of business income 
and Rs. 1,00,000 in the case of other personal income. Control of tax 
evasion would bring in additional revenue for the Second Plan. 

An Appraisal of Kaldor's Proposal 

A careful glance at Mr. Kaldor’s proposed tax reform will show 
that he is bent on creating a tax system which stimulates savings with¬ 
out encouraging inequality, and hits the man with property harder 
G: IE—24 
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than the man without. A maximum rate of 1 \ per cent in the case of 
annual wealth tax and 80 per cent maximum rate for gift tax, in addi¬ 
tion to the existing estate duty, would certainly break the neck of the 
man with property and would destroy his desire to invest. It is doubt¬ 
ful whether the relief granted to him by means of a reduction in the 
maximum rate of income tax to 7 annas a rupee would be sufficient 
to spur him up. 

This does not mean that there is no scope for capital gains tax and 
gifts tax in the Indian fiscal system. In a developing economy like ours, 
the growth in real terms of goods and services will step up the value of 
capital goods in relation to other goods. Therefore, if capital gains are 
completely excluded from taxable incomes, the structure of direct tax¬ 
ation becomes highly regressive. In the case of India, the inflationary 
spiral, during the process of economic growth, will increasingly put its 
pressure on capital values so that a small group of capitalist entrepre¬ 
neurs would make big capital gains. These gains would add to their 
purchasing power and further strengthen the inflationary spiral. It would 
also increase inequalities of income. Therefore the inclusion of capital 
gains in taxable income would benefit our growing economy at least in 
the short period when we are in the grip of inflation 

We, however, feel that Mr. Kaldor’s straight-jacket formula of 
taxing companies at a non-refundable flat rate of 7 annas a rupee would 
not suffice to revive enthusiasm and activity in the private sector, once 
taxes on capital gains and annual wealth are imposed. In the field of 
business taxation, Kaldofs clear-cut formula has to be supplemented by 
a suitably adjusted policy of business rebates, tax holiday, depreciation 
allowances and other allied fiscal measures. 

Budgetary Trends during the First Plan Period—A Brief Resume 

Due to its less complicated character, modest approach and its 
aim at “financial stability” the First Five Year Plan had a comparatively 
easy sailing. The First Plan period was marked by tame budgets as a 
result of which it was not possible to assign to taxation its proper role 
in the financing of the public investment programme. The central bud¬ 
gets, which were presented to the nation during the First Plan period, 
proposed slight adjustments of excise duties and export duties, recom¬ 
mended half-hearted measures for a few surcharges here and there and 
occasionally announced small tax reliefs. The result was that towards 
the closing stage of the First Plan the government was satisfied with 
collecting just about 8 per cent of the national income in the form of 
taxes. No serious attempts were made during the Plan period for the 
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rationalization of the Indian tax-structure and as a consequence the 
dovetailing of taxation with economic planning was hardly possible. 

The budgets, which were announced during the First Plan period 
were mostly modelled on conventional lines and lacked that sureness and 
sparkle which imaginative policy-making demands in course of develop¬ 
mental planning. With a few measures for additional taxation recom¬ 
mended in these budgets, it was natural that the additional revenue, 
collected during the First Plan period, was only just enough to meet 
the additional non-investment commitments of the public sector. As 
a result, the investment expenditure had to be financed mainly through 
budgeting for deficits on a scale not contemplated in the Plan. Despite 
budgetary deficits and increase in money supply, inflationary reper¬ 
cussions could be avoided during the First Plan period mainly due to 
good harvests on the home front. The curb on current consumption, 
in the form of measures for tightening the tax screw, was not absolutely 
necessary. Therefore, though in our newly developing economy the 
money supply was increasing for satisfying the needs of expansion, 
the budgets, which were presented to our people during the First Plan 
period, lacked the elements of boldness, determination and structural 
coherence which are considered as the main pillars of developmental 
finance. 

Krishnamachari’s “Save the Plan’* Budget of 1957-58 

A bolder plan was required after the successful conclusion of the 
First Plan. The Second Plan, drafted in an optimistic atmosphere, de¬ 
manded a doubling of effort and sacrifice with the income target up¬ 
graded from 3 per cent per annum to 5 per cent per annum. In 1956, 
when the Second Plan came round, the overall economic situation seemed 
to be more reassuring and a rather tame budget, with the traditional ap¬ 
proach, was announcedfor the first year of the Second Plan (Le.for 1956-57). 
To augment revenue the excise duty on mill-made cloth had to be en¬ 
hanced within eight months of the presentation of this budget in the 
Parliament. The Capital Gains Tax was also revived through a mid¬ 
year Finance Act in 1956. (It should be remembered that the Capital 
Gains Tax was introduced in India for the first time in 1947 but was 
abolished in 1949). Nevertheless the deficit in 1956-57 was of the order 
of Rs. 240 crores. (The tax receipts of the Central Government amounted 
to only Rs. 476.5 crores in 1956-57). 

In 1957, when the Second Plan was about to begin its second year’s 
performance, ominous signs of stresses and strains appeared in the 
economy and pressure points, resulting from shortages and inelasti- 
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cities, were also distinctly visible. Amidst growing pains of rapid deve¬ 
lopment Mr. T. T. Krishnamachari presented to the nation the budget 
for 1957-58. Faced with the grim reality of the uncovered deficit in 
the Second Plan’s financial resources, Mr. Krishnamachari bade adieu 
to conventional principles of public finance. That some drastic measures 
were necessary in the field of taxation for curbing consumption and 
syphoning away purchasing power was clear from the very outset. The 
index number of wholesale prices moved from 341 in Jime 1955 to 429 
in December 1956 and was near about 420 in March 1957. 

When an interim budget for 1957-58 was presented to the old Par¬ 
liament in February 1957 the deficit confronted was as large as Rs. 
365 crores. Even at that time it was pretty clear that very soon 
an all-out tax effort would have to be made for reducing this huge de¬ 
ficit. The budget, presented to the newly elected Parliament in May 
1957, aimed at reducing the deficit to Rs. 275 crores, the balance of 
Rs. 90 crores was expected to be met from additional taxes. Therefore 
Mr. Krishnamachari made a determined effort to tighten the tax belts 
of the common man, the middle class, the rich rentier group and the 
company bosses. The Krishnamachari budget was harsh but perhaps 
there was no escape from it if our economy was to continue its journey 
on the firm keel of development. 

Mr. Krishnamachari in the 1957-58 budget increased the excise 
duties on sugar, vegetable oils, motor spirit, cement, tobacco, matches, 
paper and diesel oil. He also announced a formidable array of taxes in¬ 
cluding two of Mr. Kaldor's innovations, the taxes on wealth and expendi¬ 
ture. One may raise the point of administrative difficulties arising from 
the levy of Expenditure Tax and the Wealth Tax. One may also con¬ 
tend that the Wealth Tax and the Expenditure Tax rates are high enough 
to curb the propensities to save and earn. But one should not forget 
that by annoimcing these rare and novel tax measures Mr. Krishna¬ 
machari was at least successful in making the Finance Ministry inno¬ 
vation minded—a quality which is of great importance from the point 
of view of developmental finance in relation to bold and ambitious type 
of planning. 

Of the four new personal taxes recommended by Mr. Kaldor in 
the realm of direct taxation, the Capital Gains Tax was introduced in 
1956, the Wealth Tax and Personal Expenditure Tax were part of 1957-58 
budget proposals and the Gift Tax was to come in the 1958-59 budget.. 
But there has been a dilution of the taxes both in regard to rates and 
coverage. For instance, while introducing the taxes on wealth and ex¬ 
penditure, Mr. Krishnamachari forgot that the key-stone of the Kaldor 
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Tax Reform was a 45 per cent maximum for Income Tax and Super 
Tax. Mr. Krishnamachari only reduced income tax and super tax from 
the previous level of 92 per cent to 84 per cent for unearned and 77 
per cent for earned incomes. It should be noted that the Kaldor pro¬ 
posals constitute a most comprehensive and integrated reform in the 
realm of direct taxation. One can accept them in toto or reject them, 
but it is of no use picking a few flowers from the bunch and leaving the 
rest untouched because such a procedure impairs the structural cohe¬ 
rence of the budget. 

Unlike Mr. Kaldor’s proposals, the additional taxation suggested 
in the 1957-58 budget concentrated more on commodity and other 
indirect taxation than on direct taxation. It is interesting to note here 
that under Kaldor’s scheme, indirect taxation (excluding taxation of 
land) covered only about 20 per cent of the additional tax receipts 
collected for the Second Plan, whereas in the budget of 1957-58 in¬ 
direct taxation comprised over 70 per cent of the additional revenue. 
Though bold in outline, the 1957-58 budget had to continue with the tradi¬ 
tional emphasis on excise duties for in the short period these duties were 
expected to bring in good revenue and curb internal consumption so as 
to facilitate the release of the surplus for export. 

An unfortunate casualty of 1957-58 budget was the convention, 
in existence since 1924, of separating railway finance from general finance. 
The Finance Minister increased railway fares by 5 per cent for distances 
between 15 miles and 30 miles, by 15 per cent for distances between 
31 miles and 500 miles, and by 10 per cent on longer distances. The 
fact that the revision of passenger fares was taken over by the Finance 
Minister virtually amounted to a repudiation of the age-old conven¬ 
tion of separating railway finance from general finance. It was rather 
disconcerting to find the Finance Minister imposing taxes on railway 
passenger fares and merrily distributing Rs. 8 crores, thus obtained, 
to the States. This re-orientation of policy raises some very important 
issues, not only for the future of railways but also for other commercial- 
type public enterprises. Will they be administered and operated as com¬ 
mercial enterprises, or will they also, whenever possible, be used as 
vehicles of taxation? 

There were other proposals in Mr. Krishnamachari’s budget which 
were regarded as an outburst of fiscal fury on all sections of the people. 
Some of these were (a) widening of the present Income Tax base by 
reducing the taxable minimtun from Rs. 4,200 to Rs. 3,000 for indivi¬ 
duals; (b) raising of Income Tax on companies from 4 annas in the 
rupee to 30 per cent and Corporation Tax from 2f annas in the rupee to 
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20 per cent; (c) increase in rates of inland envelopes and telegrams and (</> 
raising of the tax on bonus issues from 12^ per cent to 30 per cent. 

With an ambitious developmental plan and the strains that deve¬ 
loped in the first year of its performance, the taxation proposals, in¬ 
cluded in the “Save the Plan” budget, were in general inevitable, and 
the classes which considered themselves hard hit could not say that 
they were not warned in advance. As we gird our loins for development, 
we have to remember that a bold budget, which is firmly handled, can 
become an effective lever of economic growth and social progress in 
an underdeveloped country like ours. 

Nehru’s “Pedestrian” Budget of 1958-59 

In presenting the budget for 1958-59, Pandit Nehru, who was tem¬ 
porarily holding the Finance portfolio since the resignation of Mr. T. T. 
Krishnamachari, took the view that tliere was little scope for significant 
proposals for new taxation. Thus after the “earthquakes” in the Central 
budget of 1957-58, only mild tremors were felt when the 1958-59 budget 
was presented by Mr. Nehru in Parliament. Mr. Krishnamachari had in 
effect outlined the re-oriented tax structure for the Second Plan period in 
the budget of 1957-58; therefore it was expected that future tax adjust¬ 
ments would be relatively small. Mr. Nehru fulfilled that expectation. 

The most important new tax, proposed by the Prime Minister, was 
the Gift Tax. The equitable nature of this new tax in the light of the 
other taxes existing in the system was appreciated by all sections of 
informed opinion in the country. In fact. Gift Tax was expected earlier. 
It was Mr. Kaldor's intention that a single integrated tax on all gifts 
should replace the Estate Duty. But the new Gift Tax was conceived 
of primarily as an instrument for the prevention of legal evasion of 
Estate Duty; rich men, it was alleged, were dying comparative paupers. 
This was also apparent from the rates of the Gift Tax, which were nearly 
the same as those of the Estate Duty except in the first slab where the 
amount exempted under the Estate Duty was not so exempted under 
the Gift Tax. The rates of Gift Tax vary from 4 per cent on the first 
slab (up to Rs. 50,000) to 40 per cent on gifts worA over Rs. 50 lakhs. 
There is a provision for exempting only public but not private com¬ 
panies from the measure. 

The second major tax proposal, put forward by Pandit Nehru, redu¬ 
ced the minimum exemption limit for the Estate Duty from the level of 
Rs. 1 lakh to Rs. 50,000. The rates of the Duty were suitably modified 
and the exemption limit was lowered mainly for meeting the incfeasing 
needs of revenue for development programmes. This reduction in the 
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exemption limit is expected to increase the tax paid by large estates only 
slightly but would bring under the tax net a large number of smaUer 
estates between the range of Rs. 50,000 and Rs. 1 lakh in value. 

In the field of direct taxation, there was no important change in the 
structure of the Income Tax. But there were two interesting tax proposals. 
Under one. Section HA companies were given relief in the Excess Divi¬ 
dends Tax. Under the other, the Development Rebate to shipping com¬ 
panies was increased from 25 per cent to 40 per cent. Section 23A compa¬ 
nies are those concerns, a majority of whose shares are held by a few persons. 
These companies are, therefore, expected to distribute a certain high pro¬ 
portion of their profits to the shareholders and are subject to an Excess 
Dividends super tax on the excess of their dividends above a certain 
level. What was done was to reduce this latter tax for Section 23A com¬ 
panies only. Formerly there were three slabs; under the new system 
there would be only two slabs. The rate of tax would be 10 per cent 
on dividend slab above 6 per cent of capital and 20 per cent on the 
dividend slab above 10 per cent of capital. The higher development re¬ 
bate for shipping was no suiprise for those who were aware of the 
Government of India’s recent policy of giving special assistance for 
shipping development. 

In the realm of indirect taxation, there were practically no major 
changes; although, with the raising of the Excise Duty on cement (from 
Rs. 20 per ton to Rs. 24 per ton). Excise Duties in general further streng¬ 
thened their position as the Centre’s leading revenue earner. The increase 
in the rate of Excise Duty on cement was, however, compensated for 
by the withdrawal of the State Trading Corporation’s surcharge. Thus 
the price of cement was expected to remain unchanged. The revenue 
from this increase in the Excise Duty on cement was expected to be 
credited to a special fund for road development. 

Other minor changes in the field of indirect taxation included: 
(i) withdrawal or modification of certain concessions to small power 
loom factories, depending on the size of the factory; (ii) reduction of 
the rate of Excise Duty on vegetable products for the first 3,000 tons, 
cleared from the factory, in order to give relief to small producers and 
(iii) slight changes in Customs Duties, the only important change being 
on the ad valorem rate of duty on expensive varieties of artificial silk 
yam, tike nylon and perlon. 

The relatively insignificant character of all these proposals taken 
together was clear from the fact that they were estimated to bring in 
less than Rs. 6 crores additional revenue, out of which it was hoped 
that the Gift Tax would contribute more than half. Even with this addi- 
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tion to normal increases in revenue, the budget for 1958-59 left an un¬ 
covered deficit of Rs. 27.02 crores on revenue account. Mainly respon¬ 
sible for this were higher scales of expenditure on development as well 
as defence which combined to push up the total expenditure to Rs. 
796.01 crores, although the revenue estimate, including the new tax 
proposals, stood at Rs. 768.99 crores. 

In comparison to Krishnamachari’s budget of 1957-58, Nehru’s 
budget of 1958-59 was pedestrian; it brought in no major surprises and 
left the average citizen unaffected. This was perhaps because only a 
year ago a major re-orientation of the tax structure of the country had 
taken place. 

Moraiji Desai’s “Stand-Stiff” Budget of 1959-60 

As an instrument of economic policy, any budget derives its signi¬ 
ficance as much from the ends it aims to attain as from the means which 
it employs. The budget of 1959-60, presented by Mr. Morarji Desai, 
attempts at the simplification of the tax structure but is unable to tackle 
boldly the problem of resources and, therefore, falls back on the easy 
remedy of deficit financing for executing the investment programme 
during the fourth year of the Second Plan. Mr. Desai's budget is a conti¬ 
nuation of the line of approach, introduced last year by Pandit Nehru. 
The tax proposals, in their broad effects on the economic situation, lack 
both imagination and boldness. This is specially true with regard to commo¬ 
dity taxation. Domestic production of a number of durable and semi- 
durable articles of consumption, as well as industrial raw materials, 
has considerably benefited from the imposition of restrictions or com¬ 
plete ban on imports of competitive products from abroad. It appears 
that in these fields there is enough room for tax manoeuvres. In the 
sphere of rural taxation also, it seems that there is ample scope for both 
stretching and tightening the tax belts. Any one, who looks at the tax 
revenues of the Government and its incidence on the rural sector, will 
fully appreciate this point. The rural sector of our economy, which ao- 
coimts for about 70 per cent of the total national output, contributes 
only about 40 per cent of the total tax revenue and the proportion of 
tax paid to total income rises only very gradually as one moves from 
the lowest to the highest income-brackets in this sector. Judged firom 
these contexts, the budget of 1959-60 appears to be “stand-still” in 
character. 

Of the tax proposals, it is the indirect tax changes which are expected 
to yield the major portion of the additional revenue, while the changes 
in the direct tax system are aimed basically at simplifying the tax structure. 
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But even the indirect tax proposals do not go far enough and are 
relatively limited both in range and in magnitude. It appears that the 
Finance Minister some how or other missed the opportunity of revising 
the whole system of excise duties on the basis of an integrated plan 
from a developmental context. There is an increase of 16% in the level 
of duties for cigarettes. The rate of excise duties on teas grown in cer¬ 
tain areas of the cotmtry is to be readjusted and the effective rates of 
export duties are to be reduced from 26 nP. per lb to 24 nP. Excise duty 
is raised from 40 nP. per gallon to 80 nP. on refined diesel oils and vapour¬ 
ising oils. Duty on low-speed diesel oil is raised from Rs. 40 per ton 
to Rs. SO per ton. Duty on art silk fabrics is raised from six pies to 6 
nP. per sq. yard (though concessions are allowed to smaller units, of 
the truly cottage type, which normally works only one shift). Effective 
rates of duty on rayon yam and staple fibre are also raised by 60%. 
Duty on motor vehicle tyres is raised from 30% ad valorem to 40%. 
Duty on vegetable products is increased from Rs. 7 per cwt. to Rs. 
8.7S (though some concessions are granted to smaller units producing 
non-essential vegetable oils). 

With the doubling of the excise duty on crystal sugar in May 1957 
and the imposition of additional excise duty in December 1957, the 
margin in favour of the khandsari industry went up by an additional 
Rs. 8.93 per cwT. Therefore the budget of 1959-60 aims at reducing 
this unplanned benefit to the khandsari industry. The original proposal 
was to levy a basic excise duty of Rs. 5.60 per cwt. with an additional 
duty of 70 nP. per cwt. in replacement of the sales tax on khandsari 
sugar. Later on, however, it was proposed to reduce the basic duty 
on khandsari sugar produced with the aid of a sulphitation plant to 
Rs. 5.04 per cwt. and additional duty to 63 nP. per cwt. In the case 
of khandsari sugar produced without any such aid, the basic duty would 
be reduced to Rs. 3.92 per cwt. and additional duty to 49 nP. per 
CWT. It appears that the concern for the less organized type of small 
producers is in line with the basic approach to our Second Five Year 
Plan. The effect of the series of changes in customs and excise duties, 
even after adjustments and modifications, on the cost of living should 
be carefully studied. Inflationary pressure may receive an additional spurt. 

Nevertheless, the Finance Minister appears to have relieved com¬ 
panies of the incubus of the wealth tax and excess dividends tax, the 
objectionable features of which were repeatedly criticised in the past. 
The wealth tax, levied on top of all other company taxation, took away 
resoiuces that should have been ploughed back for expansion; by pena¬ 
lizing risk bearing, the excess dividends tax made it harder to raise 



378 


INDIAN ECONOMY—ITS NATURE AND PROBLEMS 


capital in normal ways. Mr. Moraiji Desai has not only abolished the 
wealth tax on companies and the excess dividends tax, but has simul¬ 
taneously changed the system of company taxation. Companies are now 
expected to pay 45 per cent tax on their profits. No part of this tax is, 
however, deemed to have been paid on behalf of shareholders. There 
is in addition a 20 per cent tax on all dividends, which will be treated 
as having been paid on behalf of the shareholders and which will, there¬ 
fore, be both utilised for grossing up the shareholder’s income and cre¬ 
dited to him as tax paid on his income. Since this tax payment will 
have to be made only on that part of the profits which are distributed 
to shareholders, the incentive not to distribute profits will remain even 
under the new system. From all this it appears that the differential in 
favour of imdistributed profits will be both large and clear. It is, in fact, 
a welcome feature of this new system that while the revenues have been 
maintained in tact by appropriate adjustments of the tax rates and the 
advantages of simplicity have been obtained, the incentive in favour 
of corporate saving has been maintained and possibly strengthened. 
But it seems that the real injustice of the new scheme lies in Mr. Moraiji 
Desai’s proposal to enhance the super tax on non-resident companies 
from 25% to 43% instead of 25% as paid by resident companies. This 
discriminating treatment may retard the flow of foreign capital for 
development purposes. In short, the new system of company taxation has 
the advantage of simplicity and of relieving the corporate sector of those 
two fiscal monstrosities, the wealth tax on companies and the excess divi¬ 
dends tax, but, because of a discriminatory treatment, the rwn-resident 
companies would suffer and this may dampen the flow of foreign capital 
for development purposes. 

The tax proposals made by the Finance Minister are estimated 
to bring in a total revenue of about Rs. 26 croies of which a little over 
Rs. 23 crores is to accrue to the Central Government and the balance 
to the State Governments. As a result, Mr. Morarji Desai has covered 
only about one-fourth of the revenue deficit of Rs. 81.67 crores for 
1959-60. The overall deficit (revenue account plus capital account), 
after taking the new tax proposals into consideration, will be as high 
as Rs. 221.44 crores. This is somewhat surprising in view of the general 
agreement at present that, until the food supply position considerably 
improves, the need for restraint on deficit financing is of vital impor¬ 
tance. Tax manoeuvres along new and unconventional lines were neces¬ 
sary but the “stand-still” budget of 1959-60 intentionally avoided them; 
perhaps, they are being shelved now for better utilization in the begin¬ 
ning of the Third Plan period. 
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With the passing of the Government of India Act of 1935, the 
problem of allocation of financial resources between the centre and 
the Provinces assumed added significance. The 1935 Act divided the 
financial resources into four categories viz., (a) exclusively Federal 
resources; (fi) exclusively Provincial resources; (c) certain taxes which 
are to be shared between the Centre and the Provinces; and {d) certain 
taxes to be levied and collected by the Federal Government but their 
receipts are to be handed over to the Provinces. 

The Niemeyer Award and die Deshmukh Award 

In 1936 Sir Otto Niemeyer, an expert from the British Treasury, 
was invited to enquire and report on the percentage of the Provincial 
share and the manner of its distribution among the Provinces. Sir Otto 
Niemeyer recommended that 50 per cent of the net proceeds of income 
tax should be assigned to the Provinces and the scale of distribution 
among the Provinces should partly depend on residence and partly on 
population. He also recommeaded the grant of cash subventions to 
certain deficit Provinces. With regard to jute export duty. Sir Otto 
recommended that the share of the duty, to be assigned to the jute 
growing Provinces, be raised to 62^ per cent. These recommendations 
were accepted by the government and continued without any change 
upto independence and partition in August 1947. 

Under the New Constitution there was no significant change in 
die division of sources of revenue as compared to the arrangement 
which existed under the Government of India Act, 1935. However, 
in the case of distribution of income Uuc revenue, ad hoc percentages 
were fixed which slightly altered the Niemeyer Award. In 1948, an 
Expert Committee under the Chairmanship of Mr. N. R. Sarkar was 
asked to examine the problem of allocation of revenues between the 
Centre and the States. The Sarkar Committee’s recommendation was 
that the Provincial share of the income tax, including corporation tax, 
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should be raised to 60 from 50 per cent of the Niemeyer Award. The 
government did not accept this recommendation. 

In 1949, Mr. Chintaman Deshmukh was invited by the govern¬ 
ment of India to determine afresh the shares of various Provinces. Mr. 
Deshmukh confined himself to a reallocation of the income tax revenue 
shares, released from the Provinces which went over to Pakistan. He 
also introduced grants-in-aid in lieu of a share in the export duty on 
jute, to be paid to jute-growing Provinces. 

According to the Deshmukh Award, the percentage shares of West 
Bengal and Punjab were reduced from what they received under the Niem¬ 
eyer Award while those of Bombay, Madras, U. P., Bihar, Madhya Pradesh, 
Assam and Orissa were raised. West Bengal’s share was reduced from 
20 (under the Niemeyer Award) to 12 per cent while that of Bombay 
was raised from 20 to 21 per cent. The partition-afflicted State of West 
Bengal surely deserved a greater share of the income tax allocation and 
one wonders on what basis Mr. Deshmukh substantially reduced West 
Bengal’s share while raising that of Bombay. Both on area (density 
per sq. mile) and collection basis, West Bengal’s claim was superior 
to that of Bombay. Grants-in-aid given to jute-growing provinces were 
fixed by Mr. Deshmukh as follows:— 

(а) West Bengal, Rs. 105 lakhs; 

(б) Assam, Rs. 40 lakhs; 

(c) Bihar, Rs. 35 lakhs; and 

{d) Orissa, Rs. 5 lakhs. 

Finandal Integration of Indian States 

Another significant post-independence development in respect of 
financial relations between the Union and various units has been the 
financial integration of the former Princely States. After the accession 
of the Indian States to the Union of India, there was first of all a poli¬ 
tical welding of these States to enable them to fit into the democratic 
framework of the Indian Union. The government felt that the distinc¬ 
tion between Provinces and States should be abolished and a uniform 
pattern of federal finance should be introduced. Therefore in October 
1948, the Indian States Finances Enquiry Committee was appointed 
with Sir V. T. Krishnamachari as Chairman. 

The Krishnamachari Committee laid down three principles for 
establishing a new relationship between the States and die Centre. In 
the first place, the Central Government should have authority in States 
over the same category of subjects as in the Provinces. Secondly, the 
States should contribute to the finances of the Union on the same basis 
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as the Provinces and are also to be treated on the same footing as Pro¬ 
vinces in respect of grants and other forms of financial assistance. 
Finally, the. Union Government should exercise its functions in States 
by means of its own administrative agencies as in the Provinces. The 
Princely States and the Provinces being equal partners in the Union 
were, therefore, placed on an equal footing with regard to finances. 

On the recommendations of the Krishnamachari Committee, the 
Central Government took over on a functional basis certain heads of 
revenue from April 1950. There was also an allocation of outstand¬ 
ing assets and liabilities of a State between the Centre and that State. 
The result was that, while the Centre made a net gain of Rs. 407.6J 
lakhs, the former Princely States, included under the Part B States list, 
incurred a loss of Rs. 981 lakhs. As advised by the Krishnamachari 
Committee, the Central Government decided to bridge the above men¬ 
tioned “revenue gap” in full for five years and thereafter at a diminish¬ 
ing rate for another five years. The Central Government would, how¬ 
ever, deduct the States’ share of income tax and other divisible sources^ 
of revenue from the payments to be made to the States for filling up 
the “revenue gap”. Since the reorganisation of Indian States in Nov¬ 
ember 1956, according to the recommendations of the States Reor¬ 
ganisation Committee, most of the Princely States imder the Part B 
States’ schedule have been tagged to the bigger Part A States. As a 
result of this, the problems, arising from the ‘revenue gap’ of Part B 
States, have lost much of their importance. 

Indian Finance Commissions and their Recommendations 

Report of the First Finance Commission. The First Finance Com¬ 
mission was appointed in November 1951 by the President under 
Article 280 (1) of the New Constitution with Mr. K. C. Neogy as the 
Chairman and 4 other members. The Commission submitted its Report 
in December 1952. The following are the main recommendations of 
the Commission: (i) Distribution of Income Tax Revenue:— In their 
representation before the Commission almost all the states wanted 
a higher percentage share in the net proceeds of income tax. In this 
connection it is interesting to note West Bengal’s point of view which, 
was that the Central government, after retaining its share, should return 
the remaining portion to the territories where the taxes were levied. 
TJie Finance Commission decided that the percentage of the net proceeds 
of income tax to be allocated to the states should be raised from 50 per¬ 
cent to 55 per cent of the divisible pool. With regard to percentage shares 
of the various states, the Commission took population and collectioa 
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as the main determining factors. The Commission recommended that 
20 per cent should be distributed among the states on the basis of re¬ 
lative collections of states and 80 per cent on the basis of relative popu¬ 
lation according to the Census of 1951. The percentage shares recom¬ 
mended by the Commission for the more important states were as ^fol¬ 
lows: Bombay, 17.5; U.P., 15.75; Madras, 15.25; West Bengal, 11.25; 
Bihar, 9.75; M.P., 5.25; Rajasthan and Orissa, 3.5 each; Punjab, 3.25 
and Assam, 2.25. (ii) Union Excises: —^The importance of Central Ex¬ 
cise duties considerably increased during and after the Second World 
War. In 1951 when the Finance Commission was appointed, Central 
Excises were yielding a revenue of Rs. 86 crores. Therefore it was natural 
for the state governments to place their claims before the Commission 
for a share in the Union Excises. The Commission considered that excise 
duties on tobacco {including cigarettes^ cigars, etc\), matches and vege- 
table products were the most suitable for distribution. Therefore, the Com¬ 
mission recommended that 40 per cent of the net proceeds of the duty 
levied on these items should be allocated to the states. For determining 
the distribution of Central Excises to the states, the Commission took 
population as the deciding factor and rejected consumption as the crite¬ 
rion because reliable data about it was unavailable. Looking at the per¬ 
centage-shares of Central Excises, we find that U.P. with 18.28 per cent 
gets the highest share. Bombay’s share is 10.37 per cent and those of 
Madras and West Bengal are 16.44 and 7.16 per cent respectively, (iii) 
Grants-in-aid in Lieu of Jute Export Duty: —The Commission 
was of the opinion that the grants-in-aid in lieu of jute export duty 
should not be related to the proportion which the revenue from this 
source bore to the total revenues of the state. The Commission empha¬ 
tically stated that grants-in-aid should be of fixed sums. The Commis¬ 
sion recommended that grants made to West Bengal should be raised 
from Rs. 105 lakhs (under the Deshmukh Award) to Rs. 150 lakhs; 
to Assam, from Rs, 40 lakhs to Rs. 75 lakhs; to Bihar, from 35 lakhs 
to Rs. 75 lakhs; and to Orissa, from Rs. 5 lakhs to Rs. 15 lakhs, (vi) 
Other Types of Grants-in-aid: —^The conditional and unconditional 
grants-in-aid, made by the Centre to the units, constitute a most dis¬ 
tinct feature of Indian federal finance. In countries like Canada and 
Australia, unconditional grants are more important than conditional 
grants. In the case of Australia, the Commonwealth Grants Commis¬ 
sion every year makes an enquiry of the record of performance and of 
needs of each state before deciding on the question of unconditional 
general grants. 

The Finance Commission has recommended certain principles 
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which may serve as the proper criteria to the Centre while offering 
grants to the states. They are as follows:—(^) The first principle is the 
budgetary need of the state. The budgets of all states must be reduced 
to a comparable basis and the states should aim at an optimum tax 
structure before they approach the Centre for additional grants. The 
optimum tax structure should also be supplemented by the practice 
of economy in expenditure, {h) Secondly^ the maintenance of the standard 
of social services is to serve as an important principle in the case of de¬ 
ciding grants-in-aid. For equalising the standards of basic social ser¬ 
vices, a state with a significantly lower standard would be more deserv¬ 
ing of grants than one with a satisfactory standard, (c) Thirdly, certain 
special burdens of national importance, like the consequences of partition, 
would entitle a state to Central grants-in-aid. Famines and floods are 
other examples of special burdens for which grants-in-aid may be given. 
{d) Lastly, the Central Government should pay grants-in-aid to less ad¬ 
vanced states as their development is vital from the point of view of 
national interest. The case of Tribal Areas is to be specially examined 
in this connection. Thus broadly speaking the First Finance Commission 
came to the conclusion that grants-in-aid should be paid by the Central 
government cither for furthering any beneficent service of national 
importance or to bridge the budgetary needs of the state. 

Bearing the above principles in mind, the Commission decided 
that Madras, U.P., Bihar, M.P., Hyderabad, Rajasthan, Madhya Bharat, 
and P.E.P.S.U. should not be entitled to any grants-in-aid. Bombay, 
West Bengal, Orissa and Saurashtra have been considered as marginal 
cases. Punjab and Assam were the two states which, according to the 
Commission, definitely needed adequate financial assistance. The Com¬ 
mission thought that Travancore-Cochin and Mysore, with relatively 
limited resources, also deserved some assistance to maintain their pro¬ 
gress. Accordingly, the Commission recommended the following annual 
grants: West Bengal, Rs. 80 lakhs (in view of special post-partition prob¬ 
lems); Orissa, Rs. 75 lakhs (in view of the urgency for accelerating 
social services development and the upliftment of Scheduled Tribes and 
backward classes); Mysore and Saurashtra, Rs. 40 lakhs each; Punjab, 
Rs. 125 lakhs (in view of the special problems created by partition); 
Assam, Rs. 1 crore (against Rs. 30 lakhs which she previously used 
to receive); Travancore-Cochin, Rs. 45 lakhs. Besides the above general 
grants, the Commission also recommended special grants-in-aid to Bihar, 
Madhya Pradesh, Madhya Bharat, Hyderabad, Rajasthan, Orissa, 
Punjab and P.E.P.S.U. for developing and expanding primary education. 

The government of India set up a happy prec^ent by accepting 
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the recommendations of the First Finance Commission in toto. This 
policy of the government would heighten the status of future Finance 
Commissions and would also entrust on them greater burdens of res¬ 
ponsibility. 

A Resume and an Appraisal. Sir Otto Niemeyer’s approach to the 
problem of allocation of financial resources between the Centre and 
the units was characterised by its extraordinary emphasis on the need 
of securing budgetary equilibrium in the Provinces. Budgetary needs 
of the Provinces constituted the basic criterion for Sir Otto Niemeyer 
in determining grants-in-aid. He was more concerned with the political 
needs of Provincial Treasuries to pay their way and, therefore, other 
criteria, such as standard of social services and degree of national impor¬ 
tance, were of minimum significance to him. Thus the First Finance 
Commission's broad-based and well-balanced principles regarding grants- 
in-aid opened a new era in the history of Indian federal finance. 

The First Finance Commission’s work was more thorough and 
comprehensive than those of Niemeyer and Deshmukh. This was be¬ 
cause while Niemeyer and Deshmukh were asked to give their expert 
opinions on particular aspects of federal finance, the Finance Commi¬ 
ssion was required to dig deeply into the entire realm of federal finance. 
We appreciate the Finance Commission’s view that fiscal need should 
be the main determinant of grants-in-aid to state governments. This 
is a step in the right direction and would secure inter-state justice by 
means of equalisation of economic conditions of different units. It 
may be that a particular stale is unable to develop properly because of 
its limited resources. If this be so, its fiscal need has to be fulfilled by 
the Centre with adequate grants-in-aid. 

In the case of distribution of income tax revenue, the Commission 
thought that collection cum population basis gave a better criterion 
than one based on fiscal need. We are of the opinion that after deter¬ 
mining the percentage shares of income tax according to the population 
cum collection basis^ the Finance Commission should have given some 
weightage according to the fiscal needs of the states. The touchstone 
of weightage according to fiscal needs could have secured inter-state 
justice and could have appreciably stemmed the avalanches of criti¬ 
cisms that flowed from West Bengal, after the publication of the Com¬ 
mission’s Report. 

On the whole, the First Finance Commission’s recommendations 
produced greater inter-state justice than the Niemeyer or Deshmukh 
award. The devolution of revenues and grants-in-aid, as recommended 
by the Commission, enabled the states to receive Rs. 21 crores more 
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from the Centre than they used to receive before the implementation 
by the government of the Finance Commission’s proposals. The First 
Finance Commission’s observation—“we have kept before us the need 
for assisting, to some extent, the less developed states by the provision 
of special grants which should enable them to raise the standard of 
one of their important social services’’ surely opened up new vistas in 
the horizon of Indian federal finance. 

The Second Finance Commission’s Report—^Analysis and Appraisal 

The President of the Indian Republic in June 1956 appointed the 
Second Finance Commission with Mr. K. Santhanam as its Chairman. 
Their report was submitted in September 1957 and all their recommenda¬ 
tions were accepted by the Government. The Commission was asked to 
consider (i) the distribution between the Union and the States of the net 
proceeds of taxes which may be divided and the allocation of States’ 
net share among the States; (ii) the principles that should govern the 
grants-in-aid of the revenues of the States by the Centre and (iii) the 
modification, if any, necessary in the rates of interest and the terms 
of repayment of the loans made to the various States by the Govern¬ 
ment of India. 

The recommendations of the Commission provide for a devolution 
of about Rs. 140 crores a year as against an average sum of Rs. 93 
crores received by the States under the First Finance Commission’s 
recommendations in the five years ending March 31, 1957. An inte¬ 
grated scheme of devolution is proposed, taking into account the needs 
of the States with due regard to the ability of the Union with its res¬ 
ponsibilities for defence and national development, to transfer resources 
to the States. It appears that while devising the devolution formula 
the Commission was confronted with the conflicting claims of equity 
and those of economic development. From the point of view of acce¬ 
lerated growth the comparatively better off areas usually get higher 
allotment out of the sum meant for development expenditure because 
they bring in quick returns to planning efforts. But in doing so the 
pressing needs of the economically backward areas are often forgotten 
and this certainly militates against the principle of equity. Thus the 
reconciliation between the conflicting claims of equity and develop¬ 
ment poses a formidable problem. The Second Finance Commission^ 
tied to the apron strings of the Planning Commission, have unfortunate¬ 
ly failed to bring about this reconciliation and, as expected, have shown 
a definite bias towards the claims of development. 

As regards the percentage of net proceeds in any financial year of 
o; IE—25 
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taxes otijjncome, other than agricultural income, to be assigned to the 
States, the Commission felt that an increase from 55 per cent to 60 per 
cent was justified in view of the unanimous desire of the States. The 
Commission, however, decided to alter the structure of the percentage- 
formula for distributing the divisible pool of income tax receipts among 
the States. Prior to April 1952, percentages were based solely on popu¬ 
lation. The First Finance Commission modified the structure of these 
percentages, basing 80 per cent on population and 20 per cent on collec¬ 
tion. This modification was a concession to the sense of injustice voiced 
by industrially advanced States with a relatively small population. 
The Second Finance Commission held the view that the actual distri¬ 
bution of the share assigned to the States should be on the basis of 
population, thus altogether eliminating the factor of collection. How¬ 
ever, they felt that such elimination of the factor of collection has to 
be by stages and hence they have proposed that for the present tlie dis¬ 
tribution of States’ share should be 10 per cent on the basis of collection 
and 90 per cent on the basis of population. 

Uttar Pradesh gets the maximum of 16.36 per cent of the income 
tax divisible pool. Bombay State comes second with 15.97 per cent 
and West Bengal third with 10.08 per cent. Jammu and Kashmir gets 
the least, 1.13 per cent. Other States receive as follows; Andhra Pra¬ 
desh, 8.12 per cent; Assam, 2.44 per cent; Bihar, 9.94 per cent; Kerala, 
3.64 per cent; Madhya Pradesh, 6.72 per cent; Madras, 8.40 per cent; 
Mysore, 5.14 per cent; Orissa, 3.73 per cent; Punjab, 4.24 per cent; 
and Rajasthan, 4.09 per cent. With “population” as the main basis 
and “collection” being used as a shock-absorbing factor, the States 
of Bombay and West Bengal—with larger collections but relatively small 
population—suffer considerably. Madras is also adversely affected but 
to a limited extent. Among the principal beneficiaries are the more 
populous States of U.P., Bihar and Madhya Pradesh. In the calcula¬ 
tion of population of different States, the Commission have accepted 
the figures of the 1951 Census. Thus West Bengal’s population figure 
has been computed without making allowance for the large refugee 
influx that took place after the Census of 1951. Population, being the 
most important basis of distribution in the Report of the Second Finance 
Conunission, West Bengal’s share should have been put at an higtt<»r 
level by including these refugees in the number of total population. 

In regard to the sharing of excise duties, the Second Finance Com¬ 
mission widened the range of commodities on which excise duties are 
to be distributed from 3 (tobacco, matches and vegetable products) to 8 
(sugar, tea, coffee, paper and vegetable non-essential oils being the five 
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new items), but reduced the percentage to be distributed from 40 per cent 
to 25 per cent. The Commission have recommended that 90 per cent of 
the States’ share of Union excise duties should be distributed on the 
basis of population, the balance being used for adjustments. If popula¬ 
tion is accepted here also as the main basis of distribution, what justi¬ 
fication is there for confining the list only to items of common con¬ 
sumption like tea, coffee, sugar, matches, tobacco, vegetable products 
and paper? The Commission were fiilly aware that, in the context of 
Plan finance, the States’ self sufficiency was a far cry. Therefore we are 
astonished to find that the Commission have selected only a few items 
for excise duties and not all. 

In regard to the distribution of the net proceeds of estate duty, 
the present Commission have shown sound judgment in deviating 
from the simple formula, suggested by the First Commission, which 
was based on the same State-wise percentage figures as are applicable 
to the distribution of the divisible pool of income tax. The Second 
Finance Commission have suggested one per cent as the share attri¬ 
butable to Union territories; the balance is to be apportioned between 
immovable property and other property in the ratio of the gross value 
of all such properties brought into assessment in that year. In fact, the 
Commission have drawn a line between immovable property and other 
property brought imder assessment and suggested that the sum appor¬ 
tioned to immovable property is to be distributed among the States 
in proportion to the gross value of the immovable property located in 
each State. The balance of the duty collected is, however, to be distri¬ 
buted according to a percentage formula worked out on the basis of 
respective population of the States. 

As regards the tax on railway fares, the Commission were of the 
opinion that the share of a State from the proceeds of railway fare tax 
should be as nearly as possible on the basis of the net proceeds of ac¬ 
tual passenger travel on railway within its limits which meant that the 
ultimate emphasis would be on the total route-mileage in every State. 
As students of fiscal economics, most of us had learnt that the tax on 
railway travel was a tax on consumption as represented by the public’s 
propensity to travel. The total route mileage in a State cannot serve 
as a proper indicator of the public’s consumption of this travel-service. 
Total traffic pressure is a much better indicator and the Commission 
should have relied on it while determining the shares of the States with 
regard to the tax on railway fares. 

As recommended by the Commission, West Bengal is to get Rs. 
152.69 lakhs as grants-in-aid in lieu of a share of the export duty on 
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jute. Other States are to get as follows: Assam Rs. 75 lakhs, Bihar 
Rs. 72.31 lakhs and Orissa Rs. 15 lakhs. But these grants will auto¬ 
matically cease at the end of the financial year 1959-60. At present jute 
and tea are the two most important foreign exchange earners; they are 
also bringing in a large amount of revenue. It will be rather unfortunate 
if the States which produce these products are very soon deprived of 
a legitimate share of the revenue collected from them. 

It is, however, gratifying to note that in recommending general 
grants-in-aid the Commission has endeavoured to make amends for 
the injustice done to some States as a result of implementing a set of 
rigid formulae. The general grants-in-aid recommended by the Com¬ 
mission are much larger than in the past since the requirements of the 
States for development were not fully taken into account previously. 
For instance. West Bengal’s general grant-in-aid has been increased 
from Rs. 80 lakhs to Rs. 325 lakhs a year, and this will reach Rs. 475 
lakhs in 1960-61 when the jute export duty subvention would lapse. 
At least here, in tlie field of annual grants-in-aid, the Commission has 
neatly tied up the ends, shown sound judgment and made sufficient 
amends for the retrograde character of the modified structure of per¬ 
centage figures proposed elsewhere in their Report. 

To sum up, two Finance Commissions have so far successfully 
made re-adjustments within the narrow scope for manoeuvre that existed 
after independence when federal finance appeared to be a most thorny 
subject. The picture today is not one of a financially grasping Centre 
depriving the States of their legitimate share of resources; it is rather 
the reverse, of a willing Centre, eager to supplement the slender resources 
of the units if they can raise resources in their own sphere and effectively 
implement development schemes. 



Chapter 27 


CENTRAL FINANCE AND 
STATE FINANCE 
With Special Reference to Some 
Important Taxes 


Since the beginning of the Second World War there has been a 
remarkable increase in the total revenue and expenditure of the Central 
government. This becomes clear if we focus the spotlight on the “reve¬ 
nue account” of Central budgets. The total revenue of the Central govern¬ 
ment increased from Rs. 84.47 crores in 1938-39 to Rs. 724.63 crores in 
1957-58 and is expected to go up to Rs. 780.86 crores by the end of 
the financial year 1959-60. The total expenditure of the Central govern¬ 
ment increased from Rs. 85.11 crores in 1938-39 to Rs. 719.58 crores 
in 1957-58 and is expected to rise to Rs. 839.18 crores by the end of 
the financial year 1959-60. 

Central Finance—Sources of Revenue and Heads of Expenditure 

In the 1959-60 budget, presented by Mr. Morarji Desai to the 
Parliament, the total revenue of the Central government has been esti¬ 
mated to be Rs. 780.86 crores (i.e., Rs. 757.51 crores from existing tax 
and non-tax revenues plus Rs. 23.35 crores from new taxes). The Central 
government’s expenditure for 1959-60 has been put at Rs. 839.18 crores. 
Without new tax proposals, the budget for 1959-60 would have shown 
a deficit of Rs. 81.67 crores (on revenue account) but the new tax pro¬ 
posals are expected to yield Rs. 23.35 crores which would reduce the 
deficit to Rs. 58.32 crores. The deficit will remain uncovered. 

The main sources of revenue of the Central government include 
customs, Union excise duties, personal expenditure tax, personal in¬ 
come tax, super tax, corporation tax, capital gains tax, tax on bonus 
issues, wealth tax and gift tax. The Central government also gets a 
share in the profits of the Railways, Post and Telegraphs. The nationa¬ 
lized Reserve Bank and the Mint also provide some amount of revenue 
to the government. Civil Administration (fees, fines and other income 
of various Ministries), Civil Works (various public works owned and 
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maintained by the Central government) and other miscellaneous sources 
also add to the revenue of the Centre. 

The outlay of the Central government is divided into defence, civil 
and capital expenditure. The defence expenditure is incurred on the 
army, navy and air-force and non-effective charges which include pen¬ 
sions, annuities, etc. paid by the Defence Department. Civil expendi¬ 
ture covers the expenditure on civil administration, debt services, re¬ 
fugee rehabilitation, food subsidies, etc. Under capital expenditure are 
included the expenditure for the development of industries, railways, 
post and telegraphs, aviation, river projects, etc. The capital expendi¬ 
ture constitutes a separate capital budget which shows such items as 
expenditure on the discharge of permanent debt, advances and loans 
to the states, etc. 

aa 

Recent Trends in India s Public Debt 

The total interest-bearing obligations of the Central Government 
of undivided India increased from Rs. 1,205.76 crores at the end of 
1938-39 to Rs. 2,308.39 crores at the end of 1945-46. The expansion 
of the public debt was caused by the exigencies of the war. This was, 
however, not in keeping with the expectations of the Government, nor 
the needs of the moment. That was why, whereas in the U.K. and the 
U.S.A. internal borrowing was the mainstay of war finance, in India the 
expansion of paper currency provided the principal source of funds. 
This explains why inflation proved to be a tougher problem in India 
than in the U.K, and the U.S.A. With the advent of independence, how¬ 
ever, the response to Government loans turned out to be encouraging. 
The total interest-bearing obligations of the Central Government rose 
from Rs. 2,455.80 crores in 1948-49, that is the year following partition 
and independence, to Rs. 3,311.59 crores in 1955-56 when the First 
Plan came to an end. The interest-bearing obligations of the Govern¬ 
ment of India continued to rise and from Rs. 3,676 crores at the end 
of 1956-57 it went up to Rs. 4,216 crores at the end of 1957-58. It stood 
at Rs. 4,964 crores by the end of 1958-59. (Interest-bearing obligations 
include public debt, both internal and external, unfunded debt and 
interest-bearing deposits). Excluding the war contribution, the liability 
in respect of which remains suspended, the total outstanding public debt 
of the Government of India is expected to go up from Rs, 4,046 crores 
at the end of 1958-59 to Rs, 4,801 crores at the end of 1959-60. 

It is important to remember that since independence, the Centre 
has mainly borrowed money for financing development projects in the 
states. This means that a substantial portion of the borrowed funds 
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has been used for setting up productive assets, which would bear fruit 
after a dehnite time lag. Public debt incurred for building up productive 
assets, is definitely better than debts incurred during the war for financ¬ 
ing unproductive expenditure. During the Second World War period 
there was a preponderance of unproductive or “deadweight” debts. 
But since the inauguration of developmental planning, there has been 
a steep rise in productive debts and a marked fall in “dead-weight” 
debts. 

Since the launching of India’s First Five Year Plan, the Govern¬ 
ment is being guided by two important considerations in formulating its 
borrowing programme. Firstly, the government is bent on acquiring 
the maximum possible resources for public investment programme and 
secondly, is determined to mop up surplus funds, arising out of large- 
scale deficit financing during the Plan period. The Review of the First 
Five Year Plan shows that planned development has established a direct 
and meaningful link between government borrowing and public invest¬ 
ment. During the last phase of the First Plan, there was an excellent 
response to market loans of government. Under the First Plan, loans 
from the public were originally estimated to yield Rs. 115 crores in 
the five year period 1951-52 to 1955-56; but during this period, the 
actual yield amounted to Rs. 177 crores, i.e.. Rs. 62 crores more than 
the original estimate of the First Plan. It is expected that with sub¬ 
stantial increase in deficit financing during the Second Plan period, 
the general increase in incomes of the community would continue so 
that the improvement in market sentiment, produced during the First 
Plan period, would be further reinforced. Therefore the Planning Com¬ 
mission considers the overall prospects of market loans to be bright 
during the Second Plan period. We, however, think that the successful 
fulfilment of the Second Plan’s Rs. 1,200 crores borrowing programme, 
mainly from market loans and small savings programme, is no easy 
task and would certainly require a gallant effort. 

Special Study of Some Central Taxes 

(a) Income Tax: At present the Centre is allowed to levy a tax 
only on non-agricultural incomes. Agricultural incomes are taxed by 
state governments by means of an Agricultural Income Tax. When 
Income Tax was levied in 1860, it was imposed both on agricultural 
and non-agricultural incomes. But the Income Tax Act of 1886 levied 
the tax only on non-agricultural incomes. 

From 1886 to 1914, the Indian Income Tax experienced a process 
of consolidation. During the inter war period, administrative loopholes 
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were reduced and the Income Tax, reinforced by Super Tax, was made 
more progressive. In 1939, just before the commencement of the Second 
World War, the Indian Income Tax system was renovated and reoriented 
according to the recommendations of the Income Tax Enquiry Com¬ 
mittee of 1936. The older method of calculation known as the ‘step’ 
system was replaced by the ‘slab’ system and marginal reliefs were 
introduced. (Under the ‘step’ system all persons in a particular income 
bracket bear the same efleclive rate on every rupee of their income; 
under the ‘slab’ system, however, the tax on each slab is calculated 
separately and then added up). 

An Excess Profits Tax was levied for the first time in India in 1919 
and was in force only for one year. This form of income taxation was, 
however, fully exploited diuing the Second World War. The Excess 
Profits Tax remained in force from 1940 to 1946 and applied to profits 
during the period from Ist September, 1939 to 315/ March, 1946. With 
the discontinmnce of the E.P.T. in 1946, a Business Profits Tax, calculated 
in a simpler manner than the E.P.T., was levied on profits earned by busi¬ 
ness concerns. B.P.T. was introduced mainly for the purpose of infla¬ 
tion control. The B.P.T., like the E.P.T., was an admissible deduction 
for determining an assessce’s income chargeable to Income tax and Super 
tax. The B.P.T. was abolished in 1949. 

It is interesting to note here that under the Income-Tax Allowances 
(Current Profits Deposits) Rules 1957, a “Reserves Deposit Scheme” 
was aimounced for both the companies incorporated in India and those 
incorporated outside India but doing business in this country. The 
Government sought to restrict large distributions of dividends through 
penal rates of Super tax on larger dividends. The main object of the 
Company Reserves Deposit Scheme was to obtain a control over the 
reserves (mainly consisting of “ploughed-back” profits) of Joint Stock 
Companies and direct their use for ptuposes of the Plan. It was, how¬ 
ever, announced that initially only 50 per cent of the aimual retained 
profits and depreciation will have to be deposited with the Reserve 
Bank by the companies concerned. This novel Scheme, which required 
almost all companies to deposit prescribed percentages of their past 
accumulated reserves, current retained profits and depreciation reserves 
with the Reserve Bank of India, produced sharp shocks in the r ealm 
of company finances, affected the liquidity of the banking system and 
had to be suspended in March 1958. 

The Taxation Enquiry Commission recommended that in the case 
of Income Tax, exemption limit should be reduced from Rs. 4,200 to 
Rs. 3,000. Mr. T. T. Krbhnamachari in the 1957-58 budget gave effect 
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to this recommendation. However, Mr. Krishnamachari announced 
that families would be benefited by the introduction of a new children 
allowance which would operate in the same way as the marriage allow¬ 
ance. In assessing Income Tax, families are at present allowed a con¬ 
cession of Rs. 300 per child subject to a maximum of Rs. 600. Thus 
a family with two children is the ideal family from the point of view 
of children allowance. The Finance Act of 1957 gave effect to Mr. 
Krishnamachari’s reoriented Income Tax policy which remained un¬ 
altered in both 1958-59 and 1959-60 budgets. Married persons are charged 
no Income Tax on the first Rs. 3,000 of total income and at the rate 
of 3.15 per cent on the next Rs. 2,000 of total income. Unmarried per¬ 
sons are charged no lax on the first Rs. 1,000 of total income and 3.15 
per cent on the next Rs. 4,000 of total income. In other words, under 
the new scheme of Income Tax, there is a personal allowance of Rs. 
1,000; a marriage allowance of Rs. 2,000; and a children allowance 
of Rs. 300 per child for two children. Therefore, an unmarried person 
will be liable to Income Tax if his total income for a year exceeds Rs. 
3,000. But a married person with two children will not be liable to Tax 
unless his income exceeds Rs. 3,600 per anmun. It should be noted here 
that family allowance and marriage allowance were first suggested by 
the Taxation Enquiry Commission. It appears that Mr. Krishnamachari 
was keen on reforming our Income Tax structme according to the re¬ 
commendations of the Taxation Enquiry Commission. 

Mr. Kaldor in his Report on Indian Tax Reform suggested that 
the marginal rate of Income Tax should be something of the order of 
40 to 50 per cent for income that is both earned and saved. For un¬ 
earned income (income from business or property) a differential tax 
(not exceeding a maximum marginal rate of 1 to 1 ^ per cent per annum) 
should be imposed by means of an Annual Tax on Wealth. Mr. Krishna¬ 
machari introduced a Tax on Wealth in the 1957-58 budget but only 
slightly lowered the marginal rates of Income Tax and Super Tax and 
one wonders whether in the near future, Kaldor’s proposal for lowering 
of the marginal Income Tax rate would be implemented. Mr. Kaldor 
also recommended a single comprehensive return, a self-checking sys¬ 
tem of personal taxation and an automatic reporting system. At present, 
with Capital Gains Tax, Gift Tax and an Aimual Tax on Wealth, supple¬ 
menting Personal Income Tax and Super Tax, and Personal Expendi¬ 
ture Tax, we are surely giving greater attention to a more “comprehen¬ 
sive return” system and let us hope that the findings of the Direct Taxes 
Administration Reforms (Tyagi) Committee will help us to tackle the 
problem of tax evasion in a better manner. Mr. Kaldor was of the opinion 
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that the replacement of the present type of steeply progressive Personal 
Income Tax by an Income Tax with the maximum rate put at 45 per cent 
and supplemented by a number of other taxes^ like the Wealthy the Per¬ 
sonal Expenditure and the General Gift Taxes with lower top marginal 
rates, would considerably reduce the incentive to evade and alleviate our 
financial worries in course of bold development planning. It is rather a 
pity that our Goveniment has introduced only the new taxes, included 
in Kaldor’s scheme, for the sake of satisfying its revenue needs but 
neglected the urgent task of renovation of our Income Tax structure 
according to the Kaldorian prescription. 

(Jb) Wealth Tax: In 1956 an Annual Tax on net wealth was 
suggested for the Indian fiscal system in Kaldor’s Report on Indian 
Tax Reform. The Tax on Wealth recommended for India was a pro¬ 
totype of the Wealth Tax in Scandinavian countries. Mr. Kaldor was 
of the opinion that the tax should be levied at the rate of 0.3 per cent 
per annum on the lowest slab (i.e., from Rs. 1 lakh to Rs. 4 lakhs) rising 
to 1.5 per cent per annum on the highest slab (/.e., on the value of pro¬ 
perty in excess of Rs. 15 lakhs). Thus Mr. Kaldor recommended an exemp¬ 
tion limit of Rs. 1 lakh for the purpose of levying an Annual Tax on Wealth. 
He emphasized that for the sake of equity, the tax should be all com¬ 
prehensive i.e., extending to all forms of property. 

An Annual Tax on Wealth should supplement the Personal Income 
Tax because ownership of property in the form of disposable assets 
endows the property owner with a taxable capacity which is quite dis¬ 
tinct and separate from the money income yielded by the property. 
Income Tax coupled with Property or Wealth Tax better fulfils the taxa¬ 
tion cannon of **ability to pay.” Moreover, a Property or Wealth Tax 
does not discriminate against the risky employments of capital in the 
same way as an Income Tax. For instance, under the Property or Wealth 
Tax, the same property value would bear the same tax whether it is held 
in cash or jewellery or invested in government bonds or is in productive 
employment, yielding 6 to 10 per cent interest. Lastly, it should be em¬ 
phasized that it is easy to conceal income but rather difficult to conceal 
property. Therefore a tax-system, which includes both Income Tax 
and Wealth Tax (i.c., a variant of the general property tax), makes tax- 
dodging more difficult. There are, however, considerable administrative 
difficulty in the imposition and collection of the Wealth Tax. It also 
gives rise to formidable problems of valuation. 

Inspired by Mr. Kaldor^s arguments for the introduction of an Annual 
Tax on Wealth, Mr. T. T. Krishnamachari announced in his budget for 
1957-58 a Tax on Wealth. The Wealth Tax Act was passed by the Par- 
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liament on 17th August, 1957, but the tax was made effective from 1st 
April, 1957. The Wealth Tax is payable by an individual whose wealth 
exceeds Rs. 2 lakhs and by a Hindu undivided family whose wealth is 
more than Rs. 4 lakhs. In order to counter possible attempts at evasion, 
it is provided that in computing the net wealth of an individual the 
value of assets held by his wife, minor children, etc., are to be included. 
For facilitating the administration of the Tax, the Act of 1957 puts the 
exemption limit for an individual at Rs. 2 lakhs in contrast to Mr. Kaldor’s 
suggestion which was Rs. 1 lakh only. Though Mr. Kaldor recommended 
that the rates of taxation should vary between 0.3 per cent and 1.5 per 
cent, the rates of taxation under the Wealth Tax Act are fixed on a 
scale varying from 0.5 per cent to 1.5 per cent. 

Under the Wealth Tax Act of 1957 certain types of assets are exemp¬ 
ted from taxation, e.g., property held in trust, furniture, household 
utensils, wearing apparel and other articles intended for personal or 
household purposes, jewellery upto Rs. 25,000, tools and instruments 
of profession upto Rs. 20,000, etc. Certain other assets are exempted 
from taxation but their value is to be taken into account for purposes 
of fixing the rate of tax. A foreign citizen, who is not a resident in India, 
will be required to pay only 50 per cent of the Wealth Tax payable by 
him in respect of any assessment year. Rough, preliminary calculations 
indicate that the Wealth Tax would fall on 26,000 individuals and 4,000 
Hindu undivided families and would yield about Rs. 10 crores revenue 
per annum (the implementation of Mr. Kaldor’s proposal in toto would 
have yielded about Rs. 20 crores a year). 

(c) Expenditure Tax; It was again Mr. Kaldor who suggested 
that a progressive Tax on Personal Expenditure (with a relatively high 
exemption limit) should be introduced in India and the maximum rate 
of Income Tax should, at the same time, be lowered to 7 annas in the 
rupee (or 45 per cent including surcharge). Mr. Krishnamachari in the 
budget for 1957-58 proposed to levy an Expenditure Tax on individuals 
and Hindu undivided families. Accordingly, the Expenditure Tax Act 
was passed by the Parliament on 13th September, 1957. The Act became 
effective from 1st April, 1958. The Tax is an annual tax and there are 
provisions for basic allowances. In the case of an individual the basic 
allowance is Rs. 30,000. But in the case of a Hindu undivided family, 
there is not only a basic allowance of Rs. 30,000, in respect of the head 
of the family and his wife and children, but also a further allowance 
of Rs. 3,000 for every additional coparcener, provided that the total 
basic allowance as a whole does not exceed Rs. 60,000. It is to be levied 
on all expenditures incurred from whatever source it may be, in excess 
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of certain sums which will vary with the size of the families. The rate 
of Tax is based on a slab system, the rate for each slab increasing pro¬ 
gressively with an increase in the level of expenditure. For the portion 
of taxable expenditure upto Rs. 10 thousand, the rate is 10 per cent 
and for higher slabs, the rate increases progressively. (The maximum 
rate, 100 per cent is to be levied on expenditure exceeding Rs. 50,000). 

It is interesting to note here Mr. Kaldor’s suggested schedule of 
rates for the Expenditure Tax. He recommended that there shoiild 
be an exemption limit of Rs. 10,000 per adult. Expenditure in excess 
of this amount should be charged according to the slab system of gra¬ 
duation, starting from 21 per cent on the lowest slab (/.e., on expendi¬ 
ture between Rs. 10,(XX) and Rs. 12,5(X)) and rising gradually upto a 
maximum of 300 per cent on expenditures in excess of Rs. 50,000 per 
head. Side by side with this suggested schedule of rates for the Expen¬ 
diture Tax, Mr. Kaldor recommended that the Super Tax on personal 
incomes on the slabs above 7 annas in the rupee should be abolished. 
Mr. Kiishnamachari announced mildly progressive Personal Expen¬ 
diture Tax which did not, however, replace the Super Tax. In the 1957-58 
budget the personal Income Tax and Super Tax, imposed on the highest 
slab, were brought down from the level of 91.8 per cent to 84 per cent 
for unearned and 77 per cent for earned incomes. Replacing the Super 
Tax by the Expenditure Tax, Mr. Kaldor wanted to shift the tax biuden 
from the relatively high saving to the relatively high spending tax-payers 
for the piu-pose of curbing inflation and stimulating saving during the 
process of economic development. But Mr. Krishnamachari, bent on 
squeezing as much revenue as possible from the higher income brackets, 
took the risk of riding two horses at the same time. With the levy of 
the Expenditure Tax from 1st April, 1958, in addition to the Super 
Tax, incentive for saving is being dampened and private capital forma¬ 
tion affected. 

Moreover, the Expenditure Tax Act contains a long series of exemp¬ 
tions of various kinds—such as expenditure on marriages, on medical 
expenses, election expenses, the purchase of cottage industry products, 
etc.—which have no counterpart in the income tax laws and which will 
make it very difficult to administer it effectively. It is definitely inequit¬ 
able to exempt particular categories of personal outlay from expenditure 
taxation if these are not also exempted from income taxation. From 
the point of view of equality of treatment, whatever concessions are 
made on grounds of necessary expenditure for the one tax ought to have 
their counterpart in the other tax. 

Now that an Expenditure Tax has been included within the Indian 
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fiscal structure, it would be interesting to note the principal arguments 
which have been advanced for the imposition of this Tax. The first is 
the equity argument. A progressive Expenditure Tax would achieve a 
greater degree of equity than a Super Tax or Sur Tax but would effec¬ 
tively reduce the standards of living of the upper classes. If an Expen¬ 
diture Tax is not supplemented by a Wealth Tax or a Property Tax, 
high level of spending would be discouraged but the rate of accmnu- 
lation of large fortunes would be augmented. Therefore from the equity 
point of view, it is necessary to have an Annual tax on Wealth side by 
side with the Expenditure Tax. This has been done in India. 

Secondly, the imposition of an Expenditure Tax would stimulate 
savings and check infiation by discouraging consumption among the 
richer groups. Lastly, with an Expenditure Tax, high dividends would 
no longer be socially undesirable and it would be healthier and easier 
for companies to go more to the market for new money. This will be 
a definite advantage during the process of industrialization in India as 
new companies would find it easier to get finance. Thus the inclusion 
of the Expenditure Tax in our fiscal system would permit the Indian 
democratic capitalism, with a tinge of socialism, to function more effi¬ 
ciently and more liberally during the process of planning for economic 
development. 

{d) Capital Gains Tax: Of all the Commonwealth countries, 
India was pioneer in the field of Capital Gains Tax. A Capital Gains 
Tax was introduced in India in Mr. Liaquat Ali Khans budget of 1947-48 
but was subsequently withdrawn when the 1949-50 budget was announced. 
/4s recommended by Mr. Kaldor, the Capital Gains Tax was revived through 
a Finance Bill in November 1956. The main, objectives behind the rein¬ 
troduction of the Capital Gains Tax were to reduce the inequalities 
of income, to raise new resources for developmental planning and to 
get rid of certain defects of the Income Tax system. 

Capital gain or loss represents a realised appreciation or depre¬ 
ciation in the capital value of an asset other than a stock in trade, for 
example, sale of stocks, shares, securities, land, buildings, plants and 
machineries, etc. will give rise to a capital gain or loss. It arises as Harold 
Groves said, “not as a flow of income from the fountain, but from the 
sale of the foimtain itself.” Hence it is a casual and a usually non-recur¬ 
ring receipt. But in a phase of rapid development, capital appreciation 
can be expected to take place and, therefore, by means of a Capital Gains 
Tax the public fisc should be given a good share of it. 

The Taxation Enquiry Commission was against the revival of the 
Capital Gains Tax in India. The Commission pointed out that during 
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the two years of its existence (1947-48 to 1949-50) there was gradual 
fall in its yield and it produced an adverse psychological effect on private 
investment. With the objective of promoting a healthier climate for 
private investment during the Five Year Plans, the Commission noted 
that it would be better to increase the rates of Income Tax than to re¬ 
vive the Capital Gains Tax. Unlike the Taxation Enquiry Commission, 
Mr. Kaldor discovered that the grounds on which the Tax on Capital 
Gains was withdrawn in 1948 were imusually weak. He emphatically 
pointed out that the basic reason for the imposition of a Capital Gains 
Tax is to be foimd in the field of equity. Mr. Kaldor observed, “the 
exclusion of capital gains from the scope of income taxation is quite 
indefensible on grounds of equity since it involves the privileged treat¬ 
ment of a particular class of taxpayers as against others”. Therefore 
he suggested that the Tax should be reintroduced as early as possible. 
The government of India acted promptly and by the middle of 1956, 
Section 12(B) of the Income Tax Act was amended to bring within 
the scope of the Tax, gains arising (ji) from transfers of property on 
compulsory acquisition; (/>) from distribution of assets on dissolution 
of partnerships or companies and (c) from sale of residential property. 

The Finance Act of 1956 reintroduced the Capital Gains Tax in 
India and provided adeqxiate checks on persons accumulating large 
wealth through profits earned from the sale of capital assets in course 
of the inflationary phase of development planning. During 1947-48 to 
1949-50, Capital Gains Tax was levied at the rate of one anna in the 
rupee upto Rs. 50 thousand and the top rate of 5 annas in the rupee 
was only reached when the gains exceeded Rs. 10 lakhs. Mr. Kaldor 
considered that these rates were “unduly lenient” and proposed that 
the ceiling rate of Income Tax should be raised from 4 annas to 7 annas 
in the rupee and Super Tax be levied only when the income exceeded 
Rs. 40,000 per annum. Under this arrangement, capital gains should be 
made liable to Income Tax but not to Super Tax. This means that income 
from capital gains should be added to the total income of an assessee 
for the purpose of assessment of tax and the marginal rate of income 
tax shoidd not be more than 7 annas in the rupee. If this was done, there 
would be almost no adverse effect on private capital formation. 

After the passing of the Finance Bill of 1956, the Central Govern¬ 
ment was able to include capital gains in the sphere of Income Tax. 
The rate of Tax is 4 annas in the rupee (which is almost equal to the 
rate applying to capital gains in the U.S.A.). The maximum rate of 
Tax is the same for individuals, whether the receipts taxed accrued in 
the form of regular income or capital gains. The Tax is payable on 
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capital gains realised on or after 1st April, 1956. No Tax would accrue 
if in any accounting year, the total amount of capital gains realised is 
less than Rs. 5,000. Just as capital gains of less than Rs. 5,000 are not 
taxed, similarly capital losses of less than Rs. :),000 are not allowed 
to be carried forward. No Super Tax is payable on capital gains but 
Income Tax is payable at 4 annas in the rupee. 

It should be noted that the revival of the Capital Gains Tax in India 
would bear fruit in the long run, if the administrative machinery for 
levying the tax is sufficiently well-equipped and alert to detect unre¬ 
ported gains. If om tax officers can properl y scrutinize the returns sub¬ 
mitted and unearth gains made from secret transactions. Capital Gains 
Tax would yield a substantial amount of revenue and would occupy 
a permanent place in our fiscal system. 

(e) Central Excise Duties: The levy of Cential Excise was 
necessary in 1934 (when Excise Duty was levied on sugar and matches) 
due to a fall in Customs revenue as a result of grant of protection to 
several home industries. During the second World War period, old 
excise rates were raised and new duties were levied on other important 
items so as to meet the higher revenue requirements of war finance. 
Since independence, the revenue from Excise Duties has stepped up partly 
due to an increase in industrial production and partly due to higher rates 
of duty. As we have already seen, state governments now receive a 20 
per cent share of the net proceeds of the Central Excise Duties on matches, 
tobacco and vegetable products, sugar, tea, coffee, paper and vegetable 
non-essential oils in accordance with the recommendations of the Second 
Finance Commission. 

Since the inauguration of developmental planning in India, the 
government is utilizing its power of levying Excise Duties for assisting 
the development of small scale industries. For instance, preferential 
Exdse Duty is levied on the product of small and medium sized match 
factories. For the ptupose of stimulating Khadi and Handloom cloth 
production, the government imposed Excise Duty on mill made cloth 
but exempted Khadi and Handloom products. In 1954 (also recently 
in 1959) when Excise Duties were levied on art silk fabrics, footwear, 
soap and other items, the government either exempted or granted con¬ 
cessions to the small factories, producing such articles. 

Since independence, new Excise Duties were levied on cigarettes (in 
1948), cotton cloth (in 1949), art silk fabrics, cement, soap and foot¬ 
wear (in 1954), and electric fans, lighting bulbs and dry and storage 
batteries, paper, woollen fabrics and paints and varnishes (in 1955). 
In the 1957-58 budget, Mr. Krishnamachari increased Excise Duties 
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on sugar, motor spirit, vegetable oils, cement, steel ingots, tobacco, 
matches, paper and diesel oil. In Pandit Nehru’s budget of 1958-59, 
there was once again an emphasis on Excise Duties; for instance, the 
Excise Duty on cement was raised from Rs. 20 per ton to Rs. 24 per ton. 
Mr. Morarji Desai’s budget proposals for 1959-60 also rely heavily on 
Excise Duties for obtaining the bulk of the additional revenue. The 
Duties on diesel oils, art silk fabrics, rayon yams, vegetable products, 
etc. have been raised. 

Excise Duties, when levied on commodities of general consump¬ 
tion, yield adequate revenue and fulfil the productivity criterion. But the 
crux of the problem is tliat the imposition of Excise Duties on articles 
of common consumption like matches, sugar, kerosene, tea and cloth 
puts a greater burden on the poor and the middle class who have to 
pay ultimately higher prices for such essential commodities. Recent 
budget trends distinctly indicate that the government has increased the 
rates of Excise Duties or levied new duties with the purpose of squeez¬ 
ing as much revenue as possible and, consequently, paid little attention 
to the burden which such duties impose on the poor and the middle 
class who are trying boldly to eke out an existence amidst an inflationary 
situation. Pressed with the dire necessity for earning more revenue to 
finance the ambitious development expenditures of the Plan, the govern¬ 
ment has perhaps very little choice in the matter. 

The Taxation Enquiry Commission recommended increases in the 
existing Excise Duties on sugar, kerosene, tea, cloth and matches and 
suggested imposition of new duties on woollen textiles, electric lamps, 
dry and storage batteries, paper, sewing machines, paints and varnishes, 
biscuits, ceramics, glass and glassware, aerated water and vegetable 
oils. The Commission was of the opinion that the enhancement of the 
existing Duties and the imposition of new ones would roughly increase 
the revenue from Central Excises by 40 to 45 per cent. The 1955-56 and 
1956-57 budgets implemented most of the recommendations of the Com¬ 
mission with regard to Central Excises. The 1957-58,1958-59 and 1959-60 
budgets have further enhanced the rates of Central Excises and this 
trend is expected to continue in future budgets. 

if) Estate Duty or Death Duty: Death Duty in the form of 
Estate Duty (levied on the estate of a person on his death before it 
passes to his heirs) was introduced in India from 15th October, 1953. 
Under the Constitution, an Estate Duty on property other than agri¬ 
cultural land is to be levied and collected by the Centre and the entire 
proceeds are to be given over to the states. Therefore Estate Duty lies 
on the borderland of Central finance and State finance. 
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Death Duty has been advocated by many economists on the ground 
that it effectively reduces large fortunes. Death Duty also provides 
additional revenue which can be utilized for financing development 
schemes in an underdeveloped country. Compared to Income Tax, Death 
Duty is more difficult to evade and affects production incentive less seri¬ 
ously, Lastly, by reducing inequalities in wealth distribution, Death 
Duty serves a useful social purpose. 

People object to Death Duty on the ground that it reduces the volume 
of savings and, therefore, is detrimental to private capital formation. 
But modern economic theory teaches us that there should be a proper 
balance between savings and spending and the state can take adequate 
steps for boosting up the volume of private savings. If in spite of this, 
private savings are lagging behind, the state can increase its own savings. 
Experiences of Western countries indicate that the physical and psycho¬ 
logical effects of Death Duties are not so damaging to savings and 
formation of capital as they are usually made out to be by interested 
persons. 

As we have already noted, in India, Death Duty was first intro¬ 
duced in 1953 when the Estate Duty Act was passed by the Parliament, 
The two main purposes of the Estate Duty are: {a) to rectify and check 
unequal distribution of wealth and {b) to finance development schemes 
and welfare services of the states by mobilizing this source of revenue. 
An Amendment to the 1953 Act was passed in September 1958. The 
Amendment Act of 1958 lowers the exemption limit from Rs, 100,000 
(as under the original 1953 Act) to Rs. 50,000 and allows significant 
exemptions to members of the armed forces killed in action in opera¬ 
tions against an enemy. 

The Estate Duty in India imposes a tax on the entire estate of the 
deceased person. The Duty is leviable on all property, belonging to 
the deceased including cash, bullion, jewellery, household effects, motor 
cars, etc. Property which has been given away as gift within two years 
before death is liable to the Duty. But gifts made for public charitable 
purposes, six months before death, are not taxable. The Tax is levied 
on a slab system. Now, after the passing of the Amendment Bill of 
1958, on the first Rs. 50,000 of the principal value of the estate there 
is no Duty. This means that for all cases the exemption limit at present 
stands at Rs, 50,000. There is a Duty of 4 per cent on the next Rs. 50,000 
of the principal value of the estate. On the third slab of Rs. 50,000 of 
the value of an estate the Duty is 6 per cent. Subsequent slabs are taxed 
at progressively higher rates so that on slabs of property exceeding 
Rs. 50 lakhs, the rate is 40 per cent. The Duty can be paid in instalments, 
o: IE--26 
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In India, since the introduction of Estate Duty, there appeared 
a marked tendency amongst the wealthy classes to make gifts of their 
property and other assets to the future inheritors in anticipation of 
death. Therefore, Mr. Kaldor in his Report on Indian Tax Reform 
suggested the replacement of the Estate Duty by a general Gift Tax 
payable on all gratuitous transfers, whether by way of gift or bequest, 
in excess of Rs. 10,000 for any single recipient. According to him, if 
a single progressive tax (to be called the General Gift Tax) on ail gratui¬ 
tous transfers was not inunediately possible then, for the time being, 
a Gift Tax should at least supplement the Indian Estate Duty. A Gift 
Tax would bring in additional revenue for the government and mini¬ 
mise the propensity to make gifts of property long before death so as 
to save inheritors from paying a progressively high Estate Duty. In 
short, Mr. Kaldor suggested that there should be an exemption limit 
of Rs. 10 thousand for any single recipient and gifts over and above 
this should be taxed at the rate of 10 per cent if the net wealth of the 
recipient is below Rs. 1 lakh and at nearly double the present Estate 
Duty rates in all other cases. Mr. Kaldor’s suggestion has the merit 
of making the Indian system of Inheritance Tax more comprehensive. 
Estate Duty, supplemented by a general Gift Tax, would also make 
tax evasion extremely didicult. If Mr. Kaldor's proposal is fully imple¬ 
mented, the Gift Tax alone would yield about Rs. 30 crores of revenue 
per annum though the consequential loss from Estate Duty would be 
about Rs. 2 crores a year. 

(g) Gift Tax: As noted earlier, the General Gift Tax constituted 
an important link in Mr. Kaldor’s scheme for an integrated fiscal struc¬ 
ture, based on a system of comprehensive personal taxation. The pur¬ 
pose of a Gift Tax, like that of the Estate Duty, is to restrict the freedom 
of individuals to pass on their property rights to others. As Henry Simons 
once remarked, the whole of private property and the income derived 
from it, is a gift of privileges from the entire community. Inheritance 
taxes are, in effect, a form of limitation on these privileges conferred 
by ownership: they permit an individual an almost rmfettered enjoy¬ 
ment of his own property, but they do not allow him to pass on his 
property unhindered to the next generation. Apart from the argument 
that a Gift Tax is an essential complement to Death Duties, the case 
for a Gift Tax gets strengthened if the personal Expenditure T^ is 
already on the statute book. This is because much tax avoidance would 
occur through concealing personal expenditure in gifts, if the latter 
are not chargeable to tax. 

The Gift Tax stood as the central piece of the tax proposals for 
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1958-59, presented to the nation by Pandit Nehru who was temporarily 
in charge of the Finance Ministry. When the Expenditure Tax was 
proposed by Mr. T. T. Krishnamachari in the 1957-58 budget, it was 
expected that the Gift Tax would be soon announced so as to make 
the former operate effectively both as a revenue earner and as a dis¬ 
incentive to conspicuous consumption. The Prime Minister roughly 
calculated that the revenue from the Gift Tax would amount to Rs. 
3 crores per annum and specially emphasized the obvious fact that main 
effect of the new tax will be to reduce legal evasion of the Estate Duty 
and other taxes. Thus it appears that the official purpose for the intro¬ 
duction of the new tax is to check the evasion of other taxes, and if it 
is successful in this respect, people may forgive its failure to reach other 
loftier objectives. 

That the Gift Tax is designed mainly as an instrument for the pre¬ 
vention of legal evasion of Estate Duty is apparent from the rates of 
the tax, which are the same as those of the Estate Duty except in the 
first three slabs. We give below the rates of Gift Tax as proposed in 
.the 1958-59 budget: 
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Under the Gift Tax Act of 1958 the new tax is only on gifts above 
Rs. 10,000 per annum. It is levied on gifts made during the previous 
year at the rates which we have specified before. The Act also speci¬ 
fically provides that the gifts made before April 1, 1957 do not come 
within its purview. Exemption is given for gifts to the Bhoodan and 
.Sampattidan movements, for the education of children and to an em¬ 
ployee by way of bonus, gratuity or pension. Gifts made before April 1, 
1958, for charitable purposes are not to be subjected to the Tax. Chari¬ 
table and other institutions, whose income is exempt from income tax, 
are also not to be subjected to Gift Tax in respect of gifts made by them. 
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Finally, the Act exempts only public but not private companies from 
the measure. 

Thus, with introduction of the Gift Tax, the Kaldorian tax cycle 
is now almost complete and the tax collector’s net is spread wide enough 
to catch a good number of tax-dodgers of our country. In other words, 
the levy of the Gift Tax will not only provide some disincentive to the 
making of gifts in general but also produce an important source of reve¬ 
nue during financial hard limes that lies ahead of us. With the levy of 
the Gift Tax, in addition to the other Kaldorian innovations, our grow¬ 
ing tax structure is gradually becoming more integrated, more reasonable 
and more effective. 

Sources of Revenue and Heads of Expenditure of State Governments 

In the context of developmental planning. State finances constitute 
an important factor in economic growth initiated in India. Therefore 
State budgets are at present dominated by the requirements of the Five 
Year Plans. They are mostly deficit budgets, and the search for new 
sources of revenue continues. In this connection it should be noted that 
the budget estimates of the 13 reorganised Indian States for 1957-58 
showed an overall deficit of Rs. 111.2 crores, against Rs. 104.7 crores 
for 1956-57. A survey of the recent budgets of the State governments 
reveals that their main sources of revenue are sales tax, land revenue, 
entertainment tax, taxes on betting and gambling, stamp revenue, irri¬ 
gation charges, forest revenue, levenue from registration fees and excise 
revenue (being important only in West Bengal and Bihar). In the seven 
States, viz., Bihar, West Bengal, Orissa, Assam, U.P., Rajasthan and 
Kerala agricultural income tax is an important source of revenue. The 
States get a share of Income Tax and Union Excises, entire proceeds 
of Estate Duty and Railway Fare Tax, and also grants-in-aid. State 
excise revenue is derived from the manufacture and sale of intoxicating 
liquors, hemp, drugs, opium, etc. Due to the introduction of prohibition 
policies in some of the States, excise revenue has considerably dwindled. 
Land revenue, which in the past was the most important source of State 
revenue, has relatively declined in importance; while sales tax, entertain¬ 
ment tax and agricultural income tax have become more important. 

The State governments spend their revenues mostly on security and 
social services. Security services, also known as Civil Administration, 
include general administration, police, administration of justice, jails, etc. 
Social services constitute education, public health, agriculture, industries, 
co-operation, veterinary, etc. Law and order, education and public 
health swallow up the bulk of State revenues though recently there 
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has been a rising trend in development and social welfare expenditures. 
The relatively greater increase in development and welfare expenditures 
in the States has been instrumental in providing greater and better 
amenities to the people. It is expected that with the progress of deve¬ 
lopmental planning there would be a marked rise in development cum 
welfare expenditiues which would further increase the well-being of 
the inhabitants of the States. 

Analysis of Sales Tax and Agricultural Income Tax 

( a ) Sales Tax: As a productive source of revenue, Sales Tax occu¬ 
pies a distinct position in State budgets in India. In 1938, the govern¬ 
ment of Central Province took the lead in introducing a Sales Tax on 
petrol. This was followed by Madras in 1939 and Bengal in 1941. At 
present almost all the States in India levy Sales Tax. In Bombay and 
Madras after independence, greater emphasis was placed on Sales Tax 
because Excise Revenue considerably fell due to the implementation 
of the prohibition policy. 

Looking at the fiscal systems of U.S.A. and U.K., we find that 
Sales or Purchase Tax is regarded as a significant source of revenue. 
In U.S.A., the Sales Tax was first introduced in 1933, and at present 
it yields about l/5th of the total revenue of the states. In U.K., a 
Purchase Tax was first introduced in 1940 as a measure for checking 
■consumption. The difference between a Sales Tax and a Purchase Tax 
is that a Sales Tax is levied on a sales transaction and is collected from 
the seller whereas the Purchase Tax is realised from the buyer. But 
this distinction melts away in those cases, where due to inelastic demand 
for the product, the seller, on whom the Sales Tax falls, is able to pass 
it on to the buyer. Most of the States in India levy Sales Tax on im¬ 
portant items of constimption. Purchase Tax is levied by the West 
Bengal government on raw jute, by the U.P. government on sugarcane 
and by the Madras government on cashew nuts, ground nuts and un¬ 
tanned hides. 

In Indian States, the Sales Tax is either single-point or multiple- 
point. Under the multiple-point system, the tax is levied on every stage 
of sale so that a particular commodity is taxed several times before it 
reaches the final consumer. With the increase in transactions between 
the wholesale and the retail trade, the tax becomes cumulative in its 
effect. Therefore the rate of the multiple-point tax is usually lower than 
that of a single-point tax. Tax evasion is more difiScult in the case of 
the multiple-point tax because it is hardly possible to escape payment 
of the tax which is levied on every stage of sale. The m^tiple-point 
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Sales Tax is levied in Madras, Bombay, Hyderabad and Mysore. In 
U.P., some items of consumption are taxed on single-point basis and 
others on a multiple-point basis. 

Under a single-point system, the tax is usually levied only once in 
the whole series of sales transactions. Generally the tax is realised from 
the retailer on the last stage of the sale to the consumer. Under this 
system, separate accounts have to be kept of sales made to the final 
consumer in the case of goods subject to the Tax. Single-point Tax 
is levied in West Bengal, Punjab, Madhya Bharat and Delhi. In West 
Bengal the rale of Sales Tax is 5 nP. per rupee. Transactions between 
registered dealers have been exempted from the purview of the West 
Bengal Sales Tax Act (registered dealers have to register tlieir concerns 
according to Government rules; for a manufacturer registered dealer 
the gross annual turnover should exceed Rs. 10,000 and for any other 
registered dealer it should exceed Rs. 50,000). 

The Sales Tax is not only productive from the point of view of 
revenue but has the additional merit of flexibility. By changing the 
coverage and the rates of the tax, the yield can be adjusted to the revenue 
needs of the state. But its main defect is that it is a highly regressive 
tax. When the Tax is levied on general items of consumption during 
an inflationary period, the poor and the middle class groan under its 
oppressive impact. In India, in addition to this drawback, another 
formidable difficulty arises because of a lack of uniformity of Sales 
Tax in different states. 

It is gratifying to note that the Central Govemment is seriously 
contemplating to take steps for achieving uniformity in regard to Sales 
Tax in different Stales. (In November, 1957 in a Conference of State 
Finance Ministers it was decided that very soon there would be a change¬ 
over from Sales Tax to an additional Central Excise Duty in respect 
of sugar, tobacco and cloth and that Sales Tax would be levied at a 
uniform rale on some 17 luxury items by all the 13 reorganised States. 
The budgets of 1958-59 and 1959-60, together with the Finance Acts 
passed during this period, show that all these things are being done 
gradually. As regards cloth and sugar, in most cases, the State’s Sales 
Tax has already been replaced by an additional Central Excise Duty. 
The basic question is: whether the Central Government should take 
over the levy and collection of Sales Tax and distribute the proceeds 
among the States? Centralisation of the Sales Tax must be ruled out 
because the State governments will never agree to such a proposal We 
are of the opinion that inter-State sales and taxation of sales of impor¬ 
tant raw materials, which figure in inter-State commerce, should be 
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Strictly regulated and controlled by the Centre. To facilitate this work, 
the Central Government should appoint an interstate Sales Tax Com- 
mission. This Commission should also undertake the task of introduc¬ 
ing as much uniformity as possible between the Sales Tax laws in diffe¬ 
rent States. It is heartening to note that since July 1957, the Central 
Sales Tax Act has been enforced for bringing about a certain degree 
of uniformity in the sphere of State Sales Taxes and for levying Sales 
Tax on goods in the course of inter-State trade or commerce. The Act 
provides that every registered dealer, who in the course of inter-State 
trade or commerce sells to any other registered dealer certain categories 
of goods (specified in the Act), shall be liable to pay tax which shall 
be 1 per cent of his turnover. This tax shall be levied and collected in 
the appropriate State by the Government of India. 

The main problems confronting the State governments regarding 
the Sales Tax are: (i) How to secure maximum revenue at compara¬ 
tively low cost of collection? (ii) How to have a system which would 
reduce evasion and minimise corruption? (iii) How to have a system 
which would operate as an elastic source of revenue? It is interesting 
to note here some of the illuminating suggestions made by the Taxation 
Enquiry Commission for remodelling the Indian Sales Tax system. 
The Commission suggested that a multiple-point Sales Tax system with 
low rates of tax is ideally suited under Indian conditions. This type of 
tax should reach the lower income groups and cover a large number 
of persons. For middle and higher incomes and dealers at a higher 
level of turnover the multiple-point system should either co-exist with 
or be substituted by a single-point tax. The ‘luxury’ articles should be 
subjected to a higher rate of levy. In fact, the Taxation Enquiry Com¬ 
mission considered Sales Tax as an important source of revenue for 
financing the developmental expenditures of State governments. It is 
expected that the Sales Tax will continue to occupy a significant role 
in the State budgets in the years to come. 

(b) Agricultural Income Tax: In India agricultural income is 
exempted from the Central Income Tax levy but a separate tax, known 
as the Agricultural Income Tax, is levied by some of the State govern¬ 
ments. With tlie introduction of Provincial Autonomy under the 
government of India Act of 1935, the Provincial governments were 
empowered to tax agricultural income. Bihar in 1938, took the lead 
in the field of Agricultural Income Tax. At present, Agricultural In¬ 
come Tax exists in Bihar, Assam, Orissa, U.P., West Bengal, Rajasthan 
and Kerala. The Taxation Enquiry Commission recommended that 
(a) Agricultural Income Tax should be adopted by all states, which 
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have not yet done so; (ii) rates of levy should be raised to reasonable 
levels and (iii) Rs. 3,000 should be adopted by all States as the mini¬ 
mum limit of taxation. 

Agricultural Income Tax should have been introduced in India 
during the hey-day of the Zamindari system because that would have 
brought in considerable revenue and reduced the element of inequality 
in the distribution of agricultural income. With the abolition of the 
Zamindary system, the revenue from Agricultural Income Tax has 
automatically declined so that a progressive type of Agricultural Income 
Tax, introduced after independence in various States, has certainly 
proved to be a belated measure of social justice. 

The fundamental question is—whether Agricultural Income Tax 
should be an auxiliary to land revenue or should replace land revenue 
under the reoriented land reform system envisaged in the Nagpur Congress 
Resolution. The Taxation Enquiry Commission could not accept the pro¬ 
posal of entire abolition of land revenue because land revenue, collected by 
the State governments, brought in about Rs. 70 crores during 1953-54 
when the Commission investigated the problem. Replacement of land 
revenue by Agricultural Income Tax is perhaps not possible in the con¬ 
text of the pressing financial needs arising out of the bold and ambitious 
developmental expenditures of our Five Year Plans. Therefore, Agri¬ 
cultural Income Tax, combined with a low and flat rate of land revenue, 
should be immediately imposed in all the States. This procedure would 
bring in more revenue and achieve some amount of comprehensiveness 
in the sphere of agricultural taxation in India which at present suffers 
from an inadequate emphasis on both depth and range. 
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APPENDIX TO PART VI 

A. Tables SHOwrNC Indian Tax Rates—A Comparative Study 


Table 6.1 

Impact of Income Tax, Super Tax and Wealth Tax on IndividuaVs 
Income and Wealth 


Net wealth 
of an 
individual 

Rs. 

(lakhs) 

Income 

Rs. 

Income-tax 

and 

Super-tax 

on 

unearned 

income 

Rs. 

Wealth 

Tax 

Rs. 

Total 

Rs. 

Tax 
as per¬ 
centage 
of 

income 

5 

25,000 

4,224 

1,500 

5,724 

22.9 

15 

75,000 

37,824 

8,000 

45,824 

61.1 

40 

2 , 00,000 

1 , 48,471 

42,000 

1 , 90,471 

95.2 

60 

3 , 00,000 

2 , 26,824 

72,000 

2 , 98,824 

99.6 

70 

3 , 50,000 

2 , 68,824 

87,000 

3 , 55,824 

101.7 

80 

4 , 00,000 

3 , 10,824 

1 , 02,000 

4 , 12,824 

103.2 

100 

5 , 00,000 

3 , 94,824 

1 , 32,000 

5 , 26,824 

105.4 

200 

10 , 00,000 

8 , 40,000 

2 , 82,000 

11 , 22,000 

112.2 


Source: Eiistcrn Economist—Special Budget Number, 1958-59. 


Table 6.2 

Burden of Personal Taxation in Different Countries—Comparative Estimates 

(Tax as Percentage of Gross Income (All Earned) for a Married 
Man with Two Children) 


Part I 


Income 
Before Tax 

India 

Pakistan 

Ceylon 

Malaya 

Kenya 

Nigeria 

Trinidad 

£ 

o / 

o / 

% 

% 

% 

% 

% 

1,000 

6.6 

5.7 

4.8 

1.5 

3.7 

3.2 

4.5 

2,000 

16.5 

15.2 

12.6 

6.0 

10.6 

10.7 

14.8 

3,000 

26.3 

26.0 

19,5 

9.9 

18.2 

16.5 

22.3 

4.000 

34.5 

32.5 

25.5 

12.4 

24.8 

21.2 

27.6 

5,000 

40.7 

28.2 

31.7 

14.1 

30.0 

25.5 

32.6 

6,000 

45.9 

43.1 

36.6 

16.0 

34.3 

30.1 

38.0 

Part II 

Income 

India 

U.K. 

U.S.A. 

France 

Canada 

Australia 

5 . Africa 

Before Tax 

£ 

o / 

/o 

X 

/u 

V 

/o 

% 

% 

% 

1,000 

6.6 

8.6 

2.9 

1.9 

3.5 

8.3 

1.5 

2,000 

16.5 

19.6 

11.9 

6.8 

10.5 

18.4 

6.0 

3,000 

26.3 

26.6 

14.8 

11.1 

1 . 3.9 

25.7 

13.0 

4,000 

34.5 

32.2 

16.8 

14.9 

17.0 

31.1 

19.0 

5,000 

40.7 

37.5 

18.7 

17.5 

20.3 

35.9 

23.4 

6,000 

45.9 

41.9 

20.5 

20.4 

23.4 

39.6 

27.0 


Source: Adapted from the latest statistics published by the C.B.R. 
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♦Refers to Part I. There is no change in the rates of Part II which relates to shares and debentures. 
Sources: (i) Budget of the Government of India, 1958-59; fii) Estate Duty Amendment Act. 1958. 
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Table 6.5 

Budget Estimates of Revenue and Expenditure of States for 1957-58 

(Rupees in lakhs) 



Total 

Revenue 

Per 

Capita 

Total 

Expenditure 

Per 

Capita 

Andhra Pradesh 

52,90 

16.9 

57,18 

18.3 

Assam 

23,79 

26.4 

28,36 

31.5 

Bihar 

43,45(b) 

11.2 

66,57 

17.2 

Bombay 

1,09,35 

22.6 

1,03,44 

21.4 

Kerala 

27,90(b) 

20.7 

29,86 

22.1 

Madhya Pradesh 

50,66(a) 

19.4 

53,39 

20.5 

Madras 

57,86(a) 

19.3 

60,46 

20.2 

Mysore 

37,16 

19.2 

A 4,91 

23.2 

Orissa 

21,89(a) 

15.0 

24,60 

16.8 

Punjab 

39,36(6) 

24.4 

41,97 

26.1 

Rajasthan 

29,31(a) 

18.3 

31,82 

19.9 

Uttar Pradesh .. 

89,30(6) 

14.1 

93,24 

14.8 

West Bengal 

59,64 

22.7 

68,29 

26.0 

Jammu and Kashmir 

ima ) 

17.4 

8,81 

20.0 

Total 

6,50,23 

18.2 

7,12,96 

20.0 


(а) Includes effect of proposals for additional taxation. 

(б) Does not include effect of budget proposals. 

New*,—Revenue includes provision on the basis of interim recommendations of 
Finance Commission and Central 
Source: R«)ort of the Finance Commission, 1957. 
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C. Tables Showing the Highlights of the “Devolution Scheme” 
Recommended by the Second Finance Commission 

Table 6.6 

Second Finance Commission s ^'Devolution Scheme''' at a Glance 



Grants-in-aid 
under Article 
275(1) 
{substantive 
portion) 

Share of 
estate duty 

Share of tax on 
railway fares 

States’ Shares 
Distribution 

Lakhs of Rs. 

■ 99% 

% (xx) 

99.75% 

/o 

Andhra Pradesh 

400 

8.76 

8.86 

Assam 

375 (X) 

2.53 

2.71 

Bihar 

350 (X) 

10.86 

9.39 

Bombay 

13.52 

16.28 

Kerala 

175 

3.79 

1.81 

Madhya Pradesh 

300 

7.30 

8.31 

Madras 


8.40 

6.46 

Mysore 

66() 

5.43 

4.45 

Orissa 

325 (X) 

4.10 

1.78 

Punjab 

225 

4.52 

8.11 

Rajasthan 

250 

4.47 

6.77 

Uttar Pradesh 


17.71 

18.76 

West Bengal 

;: 325 (X) 

7.37 

6.31 

Jammu and Kashmir 

300 

1.24 

•• 


X —(In the years 1960-61 and 1961-62 the grant will be Rs. 450 lakhs for Assam. 
Rs. 425 lakhs for Bihar, Rs. 350 lakhs for Orissa and Rs. 475 lakhs for West Bengal.) 
XX— (Applies only to lax allocated to other than immovable property.) 



Share of 
income-tax 

Share of Union 
excise duties 

Grants-in-aid 
under Article 
273 

Stales’ share 

Distribution 

60% 

/ O 

—^ /o 

<> 

Lakhs of Rs. 

Andhra Pradesh 

8.12 

9.38 


Assam 

2.44 

3.46 

75.00 

Bihar 

9.94 

10.57 

72.31 

Bombay 

15.97 

12.17 


Kerala 

3.64 

3.84 


Madhya Pradesh 

6.72 

7A6 


Madras 

8.40 

7.56 


Mysore 

5.14 

6.52 


Orissa 

3.73 

4.46 

15.00 

Punjab 

4.24 

4.59 


Rajasthan 

4.09 

4.71 


Uttar Pradesh 

16,36 

15.94 


West Bengal 

10.08 

7,59 

152.69 

Jammu and Kashmir 

1.13 

1.75 


(Grants-in-aid under Article 273 cease from 1-4-1960.) 



Source: Report of the Finance Commission, 1957. 
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Table 6.7 

Expected Total Impact of the '‘^Devolution Scheme'’* on States' Finances 
(Between April 1, 1957 and March 31, 1962) 

(Rupees in crores) 


State 

Shares 

of 

raxes 

Grant 

under 

article 

273* 

Grant 
under 
substantive 
portion of 
article 

275 (1) 

Total 

Andhra Pradesh 

8.50 


4.00 

12.50 

Assam 

2.75 

0.45 

4.05 

7.25 

Bihar 

.. 10.00 

0.43 

3.80 

14.23 

Bombay 

.. 14.75 



14.75 

Kerala 

3.75 


1.75 

5.50 

Madhya Pradesh 

7.00 


3.00 

10.00 

Madras 

8.25 



8.25 

Mysore 

5.50 

.. 

6.00 

11.50 

Orissa 

4.00 

0.09 

3.35 

7.44 

Punjab 

4.25 


2.25 

6.50 

Rajasthan 

4.25 


2.50 

6.75 

Uttar Pradesh 

.. 16.25 



16.25 

West Bengal 

9.50 

0.91 

3.85 

14.26 

Jammu and Kashmir 

1.25 


3.00 

4.25 


100.00 

1.88* 

37.55 

139.43 


♦This is an average for five years of payments which will actually be made to 
the States in the three years ending 31st March, 1960. Grants-in-aid under article 
273 cease on the expiry of ten years from the commencement of the Constitution. 

Note 1.—Assam will receive, in addition, a grant-in-aid of Rs. 40 lakhs under 
clause (a) of the second proviso to article 275(1). 

Note 2.—Under Section 74 of the States Reorganisation Act, the States of 
Bombay, Kerala, Madras and Mysore are entitled to receive during the three years 
ending 31$t March, 1960 the sums by which a prescribed percentage of their share 
of divisible Central taxes may fall short of the average of the revenue gap grants 
guaranteed to the former Part B States of Saurashtra, Travancore-Cochin and 
Mysore, now merged in them. On the estimate of divisible Central taxes adopted 
by FC., the sums due to Kerala and Madras will be marginal while Bombay and 
Mysore may receive sums of the order of Rs. 3J crores and Rs. 1 crore respectively 
for all the three years. 

Note 3.—^Thc Figures shown against shares of taxes are only estimates and 
indicate the order of the sums to be received; the actuals will vary from year to year. 

Source: Report of the Finance Commission, 1957. 








PART VII 

Banking and Currency 

INDIAN BANKING STRUCTURE, THE 
Chapter 28 RESERVE BANK AND THE RECENT 
BILL MARKET SCHEME * 


The Indian banking system consists of a well-organised modern 
sector and an imorganised indigenous sector. The modern sector has 
within its fold (i) the Reserve Bank of India which is the Central Bank 
of the country, (ii) the State Bank of India formerly known as the 
Imperial Bank of India, (iii) the Indian Joint Stock Commercial Banks 
(classified into two categories: scheduled and non-scheduled) and (iv) 
the Exchange Banks (which mainly finance India’s foreign trade). The 
indigenous sector comprises numerous indigenous bankers (known 
by different names in different states, such as Shroffs, Seths, Mahajans) 
and the village money-lenders (usually called the Baniya, Sahukar and 
Khatri). In addition to these two constituents of the Indian Banking 
system there are also the Post-Office Savings Banks, the Co-operative 
Banks and the Land Mortgage Banks. Thus the Indian hanking struc¬ 
ture possesses a heterogenous mass of indigenous hankers, joint-stock 
hanks and co-operative hanks as its base layer, the highly organised, 
developed and recently nationalised Imperial Bank as its middle layer 
and a State-owned Central Bank, known as the Reserve Bank of India, 
as Us apex. The nationalised Imperial Bank or the State Bank of India 
works in joint collaboration with the Reserve Bank. The State Bank 
undertakes non-commercial cum development banking operations in 
addition to ordinary commercial banking business. It lends to co-opera¬ 
tive institutions, agriculture and small scale industries. 

The Indian joint-stock commercial banks are controlled and re¬ 
gulated by the Reserve Bank under the power vested to it by the Indian 
Banking Companies Act of 1949. Exchange Banks, like the Lloyds 
Bank, the Chartered Bank of India, Australia and China and the National 
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City Bank of New York, have a virtual monopoly of financing India’s 
foreign trade. They also perform other banking business like accepting 
deposits, making advances, negotiating bills etc. Recently they are also 
financing internal trade. Co-operative Banks and Land Mortgage Banks 
mainly undertake rural banking functions; their activities in the field 
of rural finance are being supplemented at present by the State Bank 
which has opened a number of branches in the rural areas. The indi¬ 
genous bankers are a constant source of headache to the Reserve Bank. 
They conduct their business according to their sweet will, exact high 
rates of interest and are unwilling to come under the general control 
and supervision of the Reserve Bank. The indigenous bankers are scat¬ 
tered all over the country and are insufficiently organised among them¬ 
selves. It is mainly because of the existence of this disorganised but 
independent body of indigenous bankers that the Reserve Bank finds 
it extremely difficult to introduce effective credit control. 

The Reserve Bank of India 

(a) Constitution and Management: The Reserve Bank of India 
was established on 1st April, 1935 under the Reserve Bank Act of 1934. 
The Reserve Bank, after its establishment took over the function of 
currency issue from the Government and that of credit control from 
the Imperial Bank of India. The Reserve Bank originally started as 
a share^holders bank with a paid-up capital of Rs. 5 crores. From 1st 
January, 1949, the Reserve Bank is functioning as a State-owned and 
State-controlled Central bank. Under the Reserve Bank’s Transfer 
to Public Ownership Act of 1948, compensation was paid to the share¬ 
holders according to the market value of the share (which was Rs. 
118-10-0 per share of Rs. 100 (nominal)). 

Under the Act of 1948, the Directors and the Governors of the 
Bank are either nominated or appointed by the Central Government. 
At present the Central Board of the Bank consists of a Governor and 
three Deputy Governors appointed by the Central Government, four 
Directors (nominated by the Local Boards), six other Directors and 
one Government official. There are also four Local Boards, each couh 
sisting of five members nominated by the Government. The members 
of the Local Boards hold office for a period of 4 years. Since the 
nationalisation of the Bank, a hand and glove relationship has developed 
between the Government and the Bank. The Bank implements direc¬ 
tions and orders issued by the Government in national interest but 
before the issue of such orders, there is joint consultation between the 
Finance Minister and the Governor of the Bank, 
o: m—27 
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(A) Functions: The Reserve Bank performs all the typical func¬ 
tions of a Central Bank. Its primary functions are (i) issuing of paper 
currency; (ii) acting as a banker to the Government; (iii) controlling 
credit and advances given by the commercial banks; (iv) acting as a 
bank of accommodation or lender of last resort. Its secondary func¬ 
tions are (i) the maintenance of the external value of the rupee; (ii) 
provision of agricultural credit and (iii) collection and publication of 
monetary and financial informations. It should be noted here that the 
Bank now performs a variety of developmental and promotional func¬ 
tions that have become necessary since the inauguration of the Five 
Year Plans. 

With the exception of one rupee notes, which are issued by the 
Ministry of Finance of the Government of India, the entire note issue 
function vests on the Reserve Bank. The Reserve Bank as Govern¬ 
ment’s banker receives and makes all payments on behalf of the Govern¬ 
ment, remits its funds and buys and sells foreign currencies for it. The 
Reserve Bank on behalf of the government manages public debt and 
raises new loans. As the controller of credit, the Reserve Bank exercises 
powers of supervision as well as control over other banks. 

Reserve Bank's powers of supervision and control have greatly in- 
creased since the passing of the Indian Banking Companies Act of\9A9 
and its amendment in 1956. Under the 1934 Reserve Bank Act, scheduled 
banks (/.e., those joint-stock banks which have more than Rs. *5 lakhs 
paid up capital and reserves and whose names are included in a sche¬ 
dule kept by the Reserve Bank) were required to submit weekly state¬ 
ments of their working and to keep with the Reserve Bank 2 per cent 
of their time deposits and 5 per cent of their demand deposits in the 
form of cash reserves. Under the Reserve Bank Amendment Act of 
1956, the Reserve Bank has been empowered to change the reserve 
ratios from 5 per cent to 20 per cent in the case of demand deposits 
and from 2 per cent to 8 per cent in the case of time deposits. The Reserve 
Bank, since the passing of the Indian Banking Companies Act, has been 
vested with powers for both qualitative and selective credit control, 
which have been used, since the middle of 1956, for the purpose of en¬ 
suring controlled monetary expansion. 

The Bank with the assistance of the International Monetary Fund, 
maintains the external value of the Indian rupee. Prior to September 
1949, with the permission of the International Monetary Fund, Reserve 
Bank maintained the rate of Re. 1=0.268691 grams of gold. Since 
devaluation in September 1949, the rate is Re. 1=0.186621 grams of 
gold. The rupee-sterling ratio was fixed at Ish. 6d. per rupee in 1927 
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and this parity has been maintained ever since. With the assistance of 
Exchange Banks and a few other “authorized dealers” the Reserve 
Bank also administers the exchange control system in India. The Agri¬ 
cultural Credit Department of the Reserve Bank looks into the problems 
of rural credit. Lastly, the Reserve Bank publishes weekly statement 
of the working of its Issue and Banking Departments. A monthly bulletin 
is also issued which analyses current, national and international econo¬ 
mic and monetary problems. 

The main objectives of the Reserve Bank are (i) organisation of 
a sound and healthy system of commercial banking; (ii) effective co¬ 
ordination and control of quantitative, qualitative and selective credit 
policies; (iii) development of rural banking; (iv) promotion of institu¬ 
tions for granting financial assistance to the industries and (v) systema¬ 
tic development of the unorganised and under-developed Indian money 
market. 

(c) A RESUMt OF Reserve Bank’s Functions; Since its estab¬ 
lishment in 19.^5, the Reserve Bank has been moderately successful 
in lowering the general rate of interest in the country. The Bank has 
also appreciably extended remittance facilities at a lower rate than 
what was prevailing before. It has proved its worth in the field of manage¬ 
ment of public debt. Since independence, the Reserve Bank is more 
effectively controlling the credit policies of the Commercial banks in 
accordance with the needs of development banking. By introducing 
a Bill Market Scheme in January 1952, the Reserve Bank has im¬ 
parted a substantial degree of elasticity to the credit system of the 
country. In the field of rural finance, the Reserve Bank’s Agricultural 
Credit Department has done significant service. In recent years, the 
Reserve Bank has also played a distinct role in organising a number 
of finance and development corporations for the provision of long term 
and medium term finance to the industries. 

The Reserve Bank has, however, failed to establish unified system 
•of control and regulation over the indigenous bankers. Proper organi¬ 
sation of indigenous banking and an integration of the indigenous sector 
with the modern sector of Indian hanking constitute the most important 
unfulfilled tasks of the Bank. The Bank also did not undertake any con¬ 
crete step for promoting Indian Exchange Banks with the result that, 
•even after independence, the foreign Exchange Banks have a virtual 
monopoly of financing India’s foreign trade. In spite of these short- 
oomings, the Reserve Bank has been successful in the past in ushering 
a new era of finandal stability and monetary control. It substantially 
reoriented the Indian money market and placed commercial banking 
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on a sound footing. Since the inauguration of the Five Year Plans, the 
State owned and controlled Reserve Bank is closely co-operating and 
collaborating with the National Government in the spheres of inflation 
control, deficit financing and developmental banking. The Reserve 
Bank, since the passing of the Amendment Act of 1956, has remodelled 
and readjusted its credit control policies with the purpose of fulfilling 
the fundamental requirements of monetary cum fiscal policy in an ex¬ 
panding economy. 

id ) Reserve Bank as a Bank of Accommodation—^An Appraisal: 
Of all the functions of the Reserve Bank the most important is that 
of granting accommodation facilities to the commercial banks. There¬ 
fore it is necessary to review the function of the Reserve Bank as a 
lender of the last resort. The Reserve Bank Act of 1934 contained rigid 
eligibility rules which narrowed the scope of accommodation facilities 
available to the commercial banks in India. The banks which approached 
the Reserve Bank, in times of crisis or emergency, for accommodation 
were required to fulfil both the ‘eligibility’ and ‘acceptability’ criteria. 
In other words, before a particular bank obtained accommodation 
from the Reserve Bank, it had to prove that its business was conducted 
on sound lines and this constituted the ‘acceptability’ criterion. Over 
and above this, the paper which the bank produced before the Reserve 
Bank authorities for rediscounting had to be an ‘eligible’ one. An ‘eli¬ 
gible’ paper was one which satisfied the following conditions: (i) it should 
be associated with genuine trade and commerce and not with specula¬ 
tion; (ii) it should be of short maturity and (iii) it should possess two 
credit-worthy signatures. Due to the existence of these rigid eligibility 
rules, the Indian joint stock banks hardly obtained assistance and ac¬ 
commodation facilities from the Reserve Bank in times of crisis. 

The failure of the Travancore National and Quilon Bank in 1939 
is a case in point. This bank went into liquidation in 1939, mainl y 
because the Reserve Bank refused to grant adequate accommodation 
facilities. Later on, when a proper assessment was made of the liquid 
assets of the bank, it was foimd that the financial position of the bank 
was so sound that it could have paid 14 annas per every rupee depo¬ 
sited in the bank. The failure of many small banks in West Ben gal and 
other States between 1946 and 1948 was also, to some extent, due to 
the hard and fast ‘eligibility’ rules of the Reserve Bank. 

For relaxing and broadening the ‘eligibility’ rules, the Reserve 
Bank Act of 1934 (Section 17) was partially amended in 1947. Since 
the passing of the Indian Banking Companies Act of 1949, the ‘*eligi~ 
bility” rules have been substantially relaxed and the Reserve Bank has 
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been empowered to rediscount any paper which it considers to be eligible 
though the particular banking company, bringing the paper, may be in¬ 
volved in a financial crisis. The 1949 Act has given wide discretionary 
powers to the Reserve Bank for selecting ‘eligible' papers and granting 
accommodation facilities to the commercial banks. 

This has been a move in the right direction and would considerably 
check bank failures in future. In America, after the widening of the 
“eligibility” rules under the Glass*Steagall Act of 1932, there was a 
healthy and systematic development of commercial banking and wide¬ 
spread banking crisis could be easily avoided. In India also the 
broadening of the ‘eligibility’ rules is helping the Reserve Bank to per¬ 
form its function as a lender of the last resort more effectively and is 
opening up a new era in the realm of Indian joint-stock banking. 

Recent Bank Rate Changes 

The manipulation of the Bank Rate is one of the most important 
monetary tools of quantitative credit control which the Reserve Bank 
of India, like all other central banks, can use for regulating commercial 
bank credit, the general credit situation of the country and for control¬ 
ling inflation. A higher bank rate contains anti-inflationary potentiality. 
By reducing money supply and bringing about credit stringency, it 
makes borrowing more costly and prevents speculators and hoarders 
from getting as much money as they need for accumulating stocks of 
goods. 

It is commonly argued that the raising of the Bank Rate for in¬ 
flation control purpose would depreciate the capital value of the assets 
of banks, insurance companies and other institutional investors who 
would consequently incur considerable amount of loss. But this argu¬ 
ment cannot hold water if the commercial banks carefully plan the 
maturity distribution of their investment portfolio. Adhering to the 
sound principles of commercial banking, if tlie banks carefully arrange 
their investment portfolio so that it contains mostly short-dated papers 
with well-balanced maturities then, in spite of the raising of the bank 
rate, they would suffer practically no loss. As the short-dated securities 
mature, their proceeds will be reinvested in higher interest-bearing 
papers; the original loss due to depreciation in capital values will be 
more than compensated by a marked increase in earnings from the new 
securities, bearing higher interest. 

{a) Bank Rate Change in November 1951: In November 1951, 
the Reserve Bank raised the Bank Rate from 3 per cent to 3i per cent; 
earlier in September 1951, in U.K., the Bank Rate was raised from 2 
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per cent to 2\ per cent. After a long period of cheap money policy 
(i.e.. the Bank Rate remaining low at 3 per cent) the Reserve Bank 
assumed a “flexible interest rate” policy in the realm of credit control. 
Simultaneously with the raising of the Bank Rate, the Reserve Bank 
was ^back in the saddle with credit reins in its hand.' In other words, the 
Reserve Bank assumed a firm grip over the volume of money supply 
in the country so that the market was getting as much money as the 
Reserve Bank chose and not as much as the market wanted. Another 
development of great significance, following the rise in the Bank Rate, 
was the introduction of the Bill Market Scheme in January 1952. Under 
this Scheme, Commercial banks, subject to certain conditions, were 
accorded, at the first instance, facilities for accommodation from the 
Reserve Bank against “Usance Bill” at 3 per cent /.e., J per cent below 
the Bank Rate. (At the end of this chapter we shall make a detailed 
discussion of this Bill Market Scheme.) 

The raising of the Bank Rate coincided with the downward phase 
of the Korean War boom. The net result was that speculators and 
hoarders began to release stocks. The market being flooded with these 
released stocks, there was a temporary fall in the price level which 
culminated in the price recession of February 1952. The government 
took prompt measures, checked the recession and stabilised the price 
level by the end of 1952. 

(b) Thi: Bank Rate Change on 16th May, 1957: Almost simul¬ 
taneously with the presentation of the 1957-58 Central Budget in 
Parliament on 16th May 1957, the Reserve Bank announced the raising 
of the Bank Rate from 3i per cent to 4 per cent. This rise in- the Bank 
Rate had as much a budgetary as a money market significance. The 
1957-58 Budget contained a tax policy which was completely oriented 
to the financial requirements of the Second Plan. The raising of the 
rate of excise duty, together with the other measures for substantially 
augmenting indirectly tax and nontax revenues, were expected to bring 
in a fresh dose of inflation in the economy. Therefore, the government 
with the assistance of the Reserve Bank introduced a higher Bank Rate 
mainly as an anti-inflationary gadget. Armed with the power of varying 
reserve ratios of commercial banks (under the Reserve Bank Amend¬ 
ment Act of 1956) and equipped with qualitative and selective credit 
control tools (under the Indian Banking Companies Act of 1949), the 
Reserve Bank's main objective is one of controlled monetary expansion. 
In the realm of controlled expansion during the Second Five Year Plan» 
a higher Bank Rate is destined to play a distinct role. 

What were the reasons for the raising of the Bank Rate and why 
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it coincided with the announcement of the 1957-58 Budget? The first 
explanation for a higher Bank Rate will be found if we make a close 
analysis of the Usance Bill Rale of the Bill Market Scheme. As we 
have seen, when the Bill Market scheme was originally introduced in 
1952, the Usance Bill Rate was 3 per cent. In March 1956, however, 
the Usance Bill Rate was increased from 3 per cent to 3J per cent and 
in November 1956 it was further raised to 3^ per cent. The stamp 
duty on bills was also substantially raised. The net effect was that the 
Usance Bill Rate virtually stood at 4 per cent since February 1957. 
The raising of the Usance Bill Rate served as a prelude to the higher 
Bank Rate. 

Secondly, since February 1957, the cost of Central Bank credit 
for scheduled banks has effectively been 4 per cent and even slightly 
more in some cases. This rale, chargeable to scheduled banks obtain¬ 
ing credit from the Reserve Bank either against government securities 
or against Usance Bills, is usually referred as the “lending rate” of 
the Reserve Bank. Thus, since February 1957, the “lending rate” stood 
at 4 per cent while the “borrowing rate” (i.e., the interest borne by govern¬ 
ment on their created money, on the ad hoc Treasury Bills sold in favour 
of the Reserve Bank) continued at 3^ per cent. This discrepancy between 
the lending and the borrowing rates could not continue indefinitely 
as it was against the sound principles of central banking. The Reserve 
Bank was simply marking time to put the “borrowing rate” on par 
with its ‘lending rate’ so as to achieve a stable relationship with all other 
rates. Therefore, in May 1957, the Bank Rate was raised to 4 per cent 
and there was no longer a discrepancy between the borrowing and 
the lending rates of the Reserve Bank. 

We feel that there was also a special reason which motivated the 
Reserve Bank to manoeuvre the Bank Rate at a critical juncture of 
our foreign exchange position. With the Second Plan entering its 
second year of operation, it was discovered that the government’s 
foreign exchange position had deteriorated in a marked manner. 
Naturally, the government started exerting all efforts to obtain as much 
assistance as possible from the World Bank. The experts from the World 
Bank, who visited India at the time of launching of the Second Five 
Year Plan, had expressed grave apprehensions on the inflationary poten¬ 
tiality of the plan. This meant that if we were to get new loans from 
the World Bank during the Second Plan period we were to convince the 
Bank authorities that our fiscal cum monetary policy contained effec¬ 
tive anti-inflationary gadgets. This partly explains why the 1957-58 
Budget contained taxation proposals which mainly aimed at curbing 
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consumption and mopping up extra purchasing power. Simultaneously 
with the announcement of this type of anti-inflation-oriented fiscal 
policy, the orthodox anti-inflationary type of monetary policy, using 
the Ugher bank rate as its main pivot, had to be put into eflect. Thus 
the govenunent, by presenting consumption-inhibitive taxes in the 
1957-58 Budget and by making bank credit more costly by means of 
a higher Bank Rate policy, tried its level best to convince the World 
Bank authorities that they were combating inflationary forces with every 
weapon available in their armoury. 

Reserve Bank’s New Powers and Responsibilities under the 
Amendment Act of 1956—Trend towards Selective 
Credit Controls 

In the context of the needs for controlled expansion of credit dur¬ 
ing the Second Five Year Plan period, the Reserve Bank of India Act 
of 1934 was amended in 1956. The Reserve Bank Amendment Act of 
1956 provides on the one hand for the needed flexibility in note issues 
and on the other hand, empowers the Bank to deal with the consequences 
of deficit financing by restraining the commercial banks' power of creat¬ 
ing uncontrolled credit. The fulfilment of these two objectives imder 
the Amendment Act of 1956 would enable the Reserve Bank to fit in 
the basic objectives of the Second Five Year Plan with the financial 
cum monetary framework required for rapid economic development. 
We give below the fundamental provisions of the Amendment Act 
of 1956 and together with this we endeavour to show how far these 
provisions, supplemented by the selective credit control operations, 
have been successful in ushering an era of controlled monetary expan¬ 
sion in India during the planning period. 

(i) Provision for the Necessary Reserve for an Expanded 
Note Issue— Under the original Act of 1934, not less than 2/5th of 
the assets of the Issue Department of the Reserve Bank were required 
to be held in gold coin, gold bullion or foreign securities, the value of 
gold coin and gold bullion was not allowed to fall below Rs. 40 crores. 
This provision appeared to be unusually restrictive in the context of 
the targets of development expenditure and the magnitude of deficit 
financing envisaged in the Second Five Year Plan. During the Second 
Plan period, the building up of heavy industries was expected to put 
a severe strain on our foreign exchange reserves and gold but, in spite 
of that, it was necessary to increase substantially the note issue for the 
fulfilment of the bold deficit financing programme envisaged in the Plan. 
Under the circumstances, it was almost essential to amend the 1934 Act’s 
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provisions which set a serious limit to the Reserve Bank's capacity to 
expand currency. 

According to the 19S6 Amendment, there had to be a minimum 
reserve of gold coin and bullion of the value of Rs. 115 crores. For 
achieving this, the Amendment provided for the revaluation of the 
Reserve Bank’s gold and currency reserve at 2.88 grains of fine gold per 
rupee (or Rs. 62-8as-0p. per tola) instead of 8.47512 grains per rupee 
(or Rs. 21-3as-10p. per tola). The magic effect of this revaluation of 
gold (which had been done with the permission of the International 
Monetary Fund) was that the value of gold held by the Reserve Bank 
had increased from Rs. 40 crores to a little over Rs. 115 crores. That 
was why simultaneously with the revaluation of gold, the minimum 
reserve of gold could be raised from Rs. 40 crores to Rs. 115 crores. 
Thus gold valued at Rs. 115 crores, coupled with foreign securities, 
was expected to serve as the main pivot on which the Second Five Year 
Plan’s deficit financing policy would rest. The Amendment Act of 1956 
emphatically stated that the Reserve Bank’s holdings of foreign secu¬ 
rities should in no event be less than Rs. 300 crores. 

It is important to note here another development that took place 
due to the continuously deteriorating foreign exchange situation. By an 
Ordinance, issued by the President on 31^/. October, 1957, the Reserve 
Bank of India Act was amended overnight for introducing a drastic cut in 
foreign currency reserve. Under the new arrangement, the overall mini¬ 
mum reserve, to be maintained by the Reserve Bank to back the currency, 
stands at Rs. 200 crores, of which “not less than Rs. 115 crores’* are 
to be in gold coins and bullion. Hitherto, as noted earlier, tmder Clause 
4 of the Reserve Bank Amendment Act of 1956, separate lower limits 
were provided for the reserve in foreign securities and that in gold. The 
Bank had to maintain in its Issue Department Rs. 115 crores m gold 
and Rs. 400 crores in foreign securities. The latter was reducible, under 
pressing circumstances, to Rs. 300 crores. The net effect of the Ordi¬ 
nance, therefore is that while the provision about the gold reserve re¬ 
mains imaltered, the effective minimum limit for foreign securities wiU 
in future be Rs. 85 crores. We are of the opinion that the Government 
cotild have taken this bold decision concerning the drastic reduction 
of reserves mtidi earlier—perhaps in August 1957 when the Govern¬ 
ment gave permission to the Reserve Bank to reduce, for six months, 
the statutory minimum reserve in foreign securities from Rs. 400 crores 
to Rs. 300 crores. A once-for-all change at that time would have con¬ 
vincingly proved the vision, intelligence and energetic leadership of 
those at the helm of affairs and would have avoided the jerk in confi- 
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dence that resulted from the policy of producing frequent changes in 
reserve rules. It should be emphasized that in a developing economy 
like ours, gold and foreign exchange reserves should not only serve as 
an emergency fund but also be preserved for meeting future developmental 
needs. 

(ii) Variation of the Reserve Ratios of the Commercial Banks— 
The holding of minimum cash balances has become a common practice 
of central banking since the establishment of the U. S. Federal Reserve 
System in 1913. By means of manipulation of the minimum cash reserves, 
required to be maintained by the scheduled banks, it is possible for the 
central bank to undertake quantitative credit control in an effective 
manner. This technique, known as the variable reserve ratio method 
of credit control, was used by the American Central Banking system 
for keeping the American economy on an even keel during the process 
of economic growth. If properly utilized, variable reserve ratio method 
will not only enable the Reserve Bank to undertake controlled expan¬ 
sion of credit and currency during the Second Plan period but will also 
help towards tlie maintenance of linancial stability during the process 
of economic development. Realising the potency of this method of 
credit control, the Amendment Act of 1956 has vested the Reserve Bank 
with the authority to change the reserve ratios of scheduled banks from 
5 per cent to 20 per cent in respect of demand deposits and from 2 per 
cent to 8 per cent in respect of time deposits. In addition to this general- 
power, the Reserve Bank may, if it deems necessary, require the sche¬ 
duled banks to keep additional reserve upto 100 per cent against any 
increase in deposits, accruing to them after a certain specified date. 

This reliance on the variable reserve ratio method does not mean 
that the Reserve Bank is unusually allured by the glamour of this tech¬ 
nique but, as subsequent events have shown, the provision for the 
effective application of the variable reserve ratio technique is meant to 
serve as a basic weapon in an all comprehensive credit control policy 
aimed at curbing inflation and achieving controlled expansion of credit 
during the Second Plan period. The policy pursued by the Reserve Bank 
in the field of credit control has convincingly proved that the Bank is 
bent on using both older and newer methods of credit control. 

(iii) Selective Credit Control Experiment— A policy of selec¬ 
tive credit control may be adopted as an adjunct to a well-balanced 
development programme in an underdeveloped country. In a developing 
economyy experiencing structural changes^ new sensitive spots appear from 
time to time and the locations of the old spots continually change. The 
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central bank of the country should promptly discover these newly deve¬ 
loping sensitive points and should be ready to use weapons by which 
they can be effectively touched and controlled. Devices to cope with 
changes, associated with critical and sensitive points in agrowing economy, 
are likely to be most satisfactory if they are correspondingly particular. 
Central banking in the narrower terms of the bank rate and open-market 
operations, which smacks of some sort of selective approach, ill fits 
into the changing structures of such an economy. In short, the necessity 
of squeezing the economic structure at sensitive spots has brought into 
prominence the selective weapons of credit control. 

In an underdeveloped country like ours, where there has been a 
marked growth in public investment expenditure as a result of the Govern¬ 
ment undertaking plans for rapid economic development, selective in¬ 
struments of credit control become necessary also for counteracting 
inflationary pressures in the economy. It is the investment outlay in 
the trading sector which is very much sensitive to the impact of specu¬ 
lative demand and, therefore, selective credit control measures become 
specially useful here. Speculative holding of essential commodities, in 
short supply, accentuates their price-rise and create stresses and strains 
in a developing economy. So it becomes necessary, by means of selective 
devices, to restrict the use of bank credit to finance speculative holding 
of commodities without putting a curb on other uses of bank credit. 

The Reserve Bank of India has been experimenting with the use of 
the selective credit control methods for the last three years with the ob^ 
jective of restraining the growth of inflationary symptoms associated with 
particular pressure points in the economy. During this period, which 
started from the middle of 1956 and is still continuing, the selective 
method took a specific shape or form and was directed mainly against 
the speculative holding of foodgrains by means of measures for raising 
the margin requirements. Unfortunately, in spite of selective credit 
control operations, we find that inflationary pressure points are still 
visible in our economy and speculative holding of stocks can also be 
easily detected. One explanation for this is that our commercial banks 
have failed, in most cases, to comply with the provisions of the selective 
credit control Directives, specially those relating to the reduction of 
bank advances to the prescribed limits. But the general explanation 
is that selective methods cannot be fully successful unless there is an 
effective restraint on the total volume of credit available. 

Between May and September 1956, the Reserve Bank issued a 
number of Directives to all scheduled banks and to two State-associated 
non-scheduled banks to restrict their advances particularly against paddy 
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and rice. By means of these Directives, selective credit control was in¬ 
troduced for the first time in India with regard to bank credit in relation 
to food grains, grams and pulses and also cotton textiles. In June 1957, 
a fresh Directive was issued by the Reserve Bank to the scheduled banks 
instructing them that, in respect of each credit limit and advance against 
the security of food grains, a margin of not less than 40% of the value 
of the food grains should be maintained. Simultaneously with the 
Directive on bank advances against foodgrains, the Reserve Bank issued 
in Jxme 1957 a Directive dealing with sugar—another food article. 
Though the Directives on foodgrains advances could not achieve sub¬ 
stantial results, this Directive, dealing with sugar, proved to be quite 
successful. On 1st July, 1957, the Governor of the Reserve Bank made 
an appeal to the commercial banks for reducting the volume of credit. 
The Governor sought the co-operation of the banks in the “task of 
achieving a positive reduction in the level of bank credit” so as to relieve 
their own burden and to reduce their dependence on the Reserve Bank 
for accommodation. This appeal ushered in “moral suasion” type of 
qualitative credit control policy and has, since then, been used as a sup¬ 
plement to the selective credit control measures. It should be noted here 
that Section 21 of the Banking Companies Act of 1949 empowers the 
Reserve Bank to introduce both selective and qualitative credit controls. 

In spite of a moderate dose of success, selective credit control 
measures continued to be emphasized by the Reserve Bank for curbing 
inflationary pressures associated with speculative holding of commo¬ 
dities. In terms of the Directive of September 1958, individual scheduled 
banks were directed to maintain advances against wheat at not more 
than 66f per cent of the average aggregate level in the corresponding 
month of 1957 and advances against other foodgrains at not more than 
80 per cent of the average level in the corresponding month of 1957. 
Recently, the Reserve Bank’s selective credit control operations have 
been extended from foodgrains in general to groundnuts in particular. 
In terms of the Directive issued in February 1959, every schedxiled bank 
is required to maintain a minimum margin of not less than 45 per cent of 
the v^ue of these stocks on credit limits against the security of groundnuts. 

To sum up, the Reserve Bank's main objective, in course of deve¬ 
lopmental planning, is to mop up liquid resources to the maximum ex¬ 
tent practicable, and thereby to keep down the pressure of money on 
goods in relatively scarce supply. This requires a policy of controlled 
monetary expansion. It is with this objective that the Reserve Bank 
is carefully handling its general credit policy and, in particular, its quali¬ 
tative and selective credit control operations. All this is being done con- 
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sistently with ensuring that steps to encourage production in all sectors 
and orderly marketing are not hampered by credit restrictions. Simply 
because it is necessary at this stage to foster a degree of stability in the 
economy which will provide some firm basis for drawing up the Third 
Plan. 

Bill Market Scheme of the Reserve Bank 

Before discussing the Bill Market Scheme it is necessary to note 
how a typical commercial bill is created. An illustration will make the 
whole thing clear. Let us suppose that a sugar producer sells sugar 
on three months credit to a wholesale dealer and the dealer is made 
to accept a draft dravm on him by the sugar mill (whose proprietor is 
the sugar producer of our illustration). This draft or. bill, arising out 
of a bonaiide sale, is self-liquidating in character and has got behind 
it the backing of goods sold. When the sugar producer requires cash, 
he will approach his bank with a request to discount his bill. The bank 
will discount such a bill provided the sugar producer is of good s tanding 
and the acceptor of the bill is also reputed to be sound. If necessary, 
the commercial bank in its turn will approach the central bank for redis¬ 
counting the bill. 

(a) Obstacles in the Way of Bill Market in India: In India 
the method of getting money by discounting bills was not a very com¬ 
mon procedure before the Reserve Bank’s introduction of the Bill Market 
Scheme in January 1952. A Bill Market did not develop in India even 
after the establishment of the Reserve Bank in 1935 due to a variety of 
reasons. Firstly, the Reserve Bank, accustomed to give loans and advances 
against approved securities at its bank rate, did not directly stimulate 
the scheduled banks to do bill business. The scheduled banks were un¬ 
willing to rediscount bills with the Imperial Bank as that would have 
provided the Imperial Bank with an opportunity to know the com¬ 
position of their bill portfolios. It should be noted in this connection 
that the Imperial Bank of India was the sole performer in the field of 
rediscounting of bills. 

Secondly, in India there was an acute scarcity of bills. Major por¬ 
tion of Indian business comprised of agricultural produce and in the 
absence of adequate warehouse arrangements it was not possible to 
create a large number of agricultural bills. Moreover, in India we 
have a seasonal demand for funds almost simultaneously in aU parts 
of the country and this precludes funds, available in one sector, from 
meeting the demands of other sectors. Another reason for scarcity of 
bills is to be found in the behaviour of the Indian commcerial banks 
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which usually strengthen their liquid position by acquiring a substantial 
volume of gilt-edged securities. This preference for gilt-edged securities 
was a marked feature specially after the banking crisis in many States 
in the immediate post Second World War period and it naturally affected 
the creation of new bills. 

Thirdly^ the existence of different types of hundis^ drawn in various 
regional languages and governed by different customs, acted as a stum- 
bling block to the organisation and development of a hill market in India 
along sound lines. Lastly, a high stamp duty on bills proved to be a 
deterrent factor for the development of the bill market. 

(h) The Bill Market Scheme: Simultaneously with the raising 
of the bank rate from 3 to per cent in November 1951, the Reserve 
Bank gave serious consideration to the question of creating a bill mar¬ 
ket in India. The result was that in January 1952, the Reserve Bank 
evolved a Bill Market Scheme. The Scheme, which was introduced 
initially as an experimental measure, was subsequently made a per¬ 
manent feature of the Indian money market. 

The scheme followed in broad outlines the system that prevailed 
in the realm of bill business before the establishment of the Reserve 
Bank. Under this system, the Imperial Bank of India could borrow 
during the busy season funds from the Currency Department against 
internal bills or hundis drawn for financing bonafide trade or by the 
conversion of advances granted for the same purpose. During the first 
year of its operation, the Bill Market Scheme was restricted to the 
scheduled banks having deposits of Rs. 10 crores or more. In order to 
encourage the bill habit, the Reserve Bank initially decided to charge 
interest on advances under the Scheme at J per cent below the bank rate 

at 3 per cent per annum when the bank rate was 3J per cent), 
though later on the bill rate was raised in two stages, each time by J per 
cent, which was followed by a rise in the bank rate in May 1957. The 
Reserve Bank, during the initial stage of the Bill Market Scheme, agreed 
to bear half the cost of stamp duty incurred by the borrowing banks 
in converting demand bills into usance bills. 

(c) Extensions of the Scheme: The Bill Market Scheme suc¬ 
cessfully alleviated seasonal stringencies in 1952-53. As a result of this, 
the Scheme was extended by the Reserve Bank in June 1953 to scheduled 
banks having deposits of Rs, 5 crores or more. In July 1954, the Scheme 
was further extended to cover all scheduled banks possessing a licence 
granted under Section 22 of the Banking Companies Act of 1949 as 
well as certain other approved scheduled banks. The minimum amount 
that could be borrowed at any one time under it and the minimum 
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amount of a bill were also reduced from the initial figures of Rs. 25 
lakhs and Rs. 1 lakh to Rs. 5 lakhs and Rs. 50 thousand respectively. 
This was done in order to enable the smaller banks, which became eli¬ 
gible under the scheme, to make use of its facilities. 

In the context of the rising price trend since the middle of 1955 
and the large expansion of scheduled bank credit in the earlier period 
of the busy season of 1955-56 the Reserve Bank considered it no longer 
necessary to continue to allow the concessions granted in respect of 
advances under the scheme. Consequently, the Reserve Bank stepped 
up in March 1956 its lending rate under the scheme by J per cent, 
raising it to 3J per cent. The Bank further raised its lending rate luider 
the scheme by another J per cent in November 1956, bringing it on 
par with the rate of per cent charged on advances against Govern¬ 
ment and other approved securities. In the meantime, the benefit of 
reimbursement of a portion of the stamp duty was also withdrawn. 
As a result of the enhancement of the stamp duty on promissory notes 
with a usance up to three months from two annas per thousand rupees 
or part thereof to one ripee and four annas in February 1957, the 
effective cost of borrowing under the scheme rose virtually to 4 per 
cent. As noted earlier, in the middle of May 1957, the Bank rate itself 
was raised to 4 per cent thereby pusliing up the rate of interest on bor¬ 
rowings by banks against bills to a like figure. It should be noted here 
that with the extension of the Bill Market Scheme by stages, the num¬ 
ber of eligible banks has nearly doubled and now (May 1959) stands 
at 51. Seasons during which there has been a greater stringency in the 
money market have evidently witnessed a larger number of banks parti¬ 
cipating in the scheme. 

It is interesting to note here that towards the end of 1958, the Re¬ 
serve Bank of India, for the purpose of export promotion, decided to bring 
export bills within the purview of the Bill Market Scheme in order to 
enable banks to provide finance to exporters on a liberal scale. The new 
scheme is limited to scheduled banks which are eligible to borrow under 
the general Bill Market Scheme and which are authorised dealers in 
foreign exchange. But in order that smaller exporters may also get 
benefit under the scheme, the minimum limit of a loan to be given to 
a bank at a time has been fixed at Rs. 2 lakhs and that of a promissory 
note (against the security of which the accommodation is to be granted) 
at Rs. 0.20 lakh as against Rs. 5 lakhs and Rs. 0.50 lakh, respectively 
in the case of other advances under the general Bill Market Scheme. 
This new scheme has been introduced on an experimental for 
the current season, i.e. upto the end of September 1959. 
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(d) Prospects of a Bill Market in India; It is interesting to 
analyse the prospects of a bill market in India in the light of British 
experience. Bills, financing internal trade, disappeared in U.K. after 
the First World War due to the systematic growth of branch banking 
and the introduction of telegraphic transfers. But in India the system 
of telegraphic transfer is not so popular and the development of branch 
banking has been lopsided. 

Moreover in the rural areas, banking facilities are hardly available. 
Therefore, it appears that the forces, which operated in U.K. and other 
mature economies in the direction of curtailing bill business, are bound 
to take sufficiently long time before they are able to show their influence 
on the predominantly rural and underdeveloped character of our economy. 
We are of the opinion that with the reorganisation of agricultural credit 
and construction of a chain of warehouses in rural areas, in the course 
of the Five Year Plans, there will be sufficient scope for fully develop¬ 
ing a bill market in India which will specially meet the seasonal demand 
for funds in the agricultural sector of the economy. 

(e) An Appraisal: So far the Reserve Bank’s Bill Market Scheme 
has mainly concentrated in the fields of industry, trade and commerce 
and there also, the Scheme has been used chiefly for meeting seasonal 
credit stringencies. Moreover, up to now the Exchange Banks have 
been making greater use of borrowings under the Bill Market Scheme 
than the Scheduled Banks. Therefore what is needed is the creation 
of a regular bill market embracing agriculture, industry, trade and 
commerce. The Bill Market Scheme should be sufficiently broad-based 
to provide benefits to all types of genuine traders and to both small 
and big banks. We sincerely hope that the Reserve Bank will not be 
seduced long by the false glamour and the initial success of the Bill 
Market Scheme in the field of seasonal demand for funds. The Reserve 
Bank should immediately take more energetic steps for creating a broad- 
based and a regular bill market in India. 



Chapter 29 


JOINT STOCK BANKING, RURAL 
BANKING AND THE STATE BANK 


During the Second World War period Indian joint stock banks 
developed rapidly but in a haphazard manner. There were many snoall 
units which did not possess adequate liquid assets but indulged in assum¬ 
ing trading or manufacturing risks in addition to the risks connected 
with normal banking business. During the War period, many new banks 
were started by small groups of industrialists with the purpose of using 
them for financing their own industries. With inadequate financial 
structure and imdesirable loan policies, these banks faced a crisis in 
the immediate post-Second World War period. Failure of some of 
these banks inflicted a serious blow on the depositors. Therefore in 
1946, government issued an Ordinance empowering the Reserve Bank 
to inspect accoimts of any joint stock bank and to take action against 
any bank whose affairs were conducted in a manner which was detri¬ 
mental to the interests of the depositors. This ordinance paved the 
way for the enactment of the Indian Banking Companies Act which was 
enforced from March 1949. 

The Main Provisions of the Banking Companies Act of 1949 

The Act of 1949 should be regarded as an important land mark 
in the realm of sotmd banking development in India. The main pro¬ 
visions of the Act, given below, endeavour to remove the shortcomings 
in the working of the Indian joint stock banks: (i) Minimu m require¬ 
ments, relating to paid up capital and reserves of a banking company, 
have been strictly laid down. The Act categorically states that the paid 
up capital and reserves of an Indian bank must not be less than Rs. S 
lakhs if it has places of business in more than one state, and Rs. 10 
lakhs if such a bank has an office in Bombay and/or in Calcutta. Every 
banking company should transfer to its reserve fund at least 20 per 
cent of the profit made until the reserve fund is equal to the paid up 
capital. These provisions were included in the Act mainly for checking 
a mushroom growth of banking companies with inadequate financial 
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structures, (ii) To ensure liquidity of assets of banks, the Act requires 
every banking company to maintain in cash, gold or approved securities 
an amount not less than 20 per cent of the total of its time and demand 
deposits, (iii) The Act checks effectively monopoly control over a bank¬ 
ing company by a small group of financiers or promoters with the aid 
of the provision that the voting rights of any one shareholder should 
not exceed 5 per cent of the total voting rights of all the shareholders, 
(iv) The Act prevents banks from starting subsidiary companies and 
puts serious limitations on the activities of banks connected with specu¬ 
lative trade or manufacturing business, (v) The Act prohibits inter¬ 
locking of directorates among banks and provides an effective safe¬ 
guard against the Directors and Managers of banks making use of 
the resources of the banks for promoting their own concerns, (vi) The 
Act empowers the Reserve Bank to inspect the books of accounts of 
the banks. Under the Act, the Reserve Bank can also call for periodic 
or any ad hoc statements from the banks. The Reserve Bank has also 
been vested with powers of qualitative and selective credit controls 
under the 1949 Act. 

The Banking Companies Act of 1949 was amended in 1950 and 
in 1956. The 1956 Amendment Act emjjowers the Reserve Bank to 
regulate the remuneration and appointment of the bank executives 
occupying superior posts, to appoint observers to attend Board meetings 
of scheduled banks and to obtain informations over a wider range than 
had been possible hitherto. Thus the spirit of the Amendment Act of 
1956 closely conforms to the goal of a socialistic pattern of society 
which is envisaged in our Second Five Year Plan. 

A Brief Appraisal of the Banking Companies Act 

The Banking Companies Act of 1949 and its subsequent amend¬ 
ments have not only increased the powers of the Reserve Bank over the 
Indian joint stock banks but have fostered the growth of a healthy joint 
stock banking system for India. But in spite of all this, it may still be 
fruitful to appoint a high-powered Banking Enquiry Commission for 
reviewing the main problems of Indian banking and for making a fresh 
appraisal of the present conditions of the Indian joint stock banks and 
their relationship with the Indian industries. About 28 years ago, the 
last Banking Enquiry Committee dealt with different aspects of Indian 
banking. It is high time that the government appoints a new Banking 
Enquiry Commission for providing us with constructive suggestions for 
the realisation of a systematic development of Indian banking in the con¬ 
text of developmental plarming. 
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Commercial Banks, Shroff Committee and 
Finance for the Private Sector 

In the context of rapid industrialization envisaged in our Second 
Five Year Plan, it is interesting to make a re-examination of the question: 
AYhether Indian commercial banks should make medium term advances 
to industries? The Indian Central Banking Enquiry Committee (1931) 
recommended that financially strong Indian banks should make medium 
term advances to industries. Since then revolutionary changes have 
occurred in the field of industrial finance in India. As we have already 
seen, a number of finance and development corporations has been 
recently set up for providing long and medium term finance to the Indian 
industries. 

( а ) Shroff Commitihe's Views on Commercial Banking and 
Industrial Finance: The question regarding commercial banks’ entry 
into the field of industrial finance engaged the attention of a Committee 
under the chairmanship of Mr. A. D. Shroff in 1954. The Committee 
on Finance for the Private Sector (which is the full name of the above 
mentioned Committee) examined carefully the scope for direct long¬ 
term lending by banks to industries. It was of the opinion that it would 
not be desirable to encourage a tendency on the part of commercial 
banks to depend on the Reserve Bank for providing liquidity against 
the long-term advances which they make on their own judgment and 
initiative. The Committee, therefore, recommended a consortium of 
banks and underwriters on the American model, to participate in taking 
up shares and debentures floated by the industrial concerns. But so far 
nothing has been done for the implementation of this recommendation 
of the Shroff Committee. 

(б) Constructive Suggf.stions of the Shroff Committee: Other 
recommendations of the Shroff Committee for putting Indian banking 
■on sound lines and for increasing financial facilities for the private sec¬ 
tor are given below:—(i) The Government of India should appoint 
an Expert Committee for rationalising the wage and salary structures 
in the banking sector, (ii) Facilities under the Reserve Bank’s Bill Market 
Scheme should be made available to all scheduled banks with deposits 
of Rs. 1 crore or over, (iii) The Reserve Bank should take effective 
steps for cheapening and quickening the remittances of funds, (iv) A 
sincere attempt should be made to establish a Deposit Insurance Cor¬ 
poration in India on the lines of the American Deposit Insurance Cor¬ 
poration for safeguarding the interests of the bank depositors, (v) An 
All India Association of Banks should be formed for protecting the 
interests of different categories of banks and for reaching agreement 



436 


INDIAN ECONOMY—ITS NATURE AND PROBLEMS 


on matters of common interest, (vi) Indigenous bankers should try to 
organise their banking business and steps should be taken to encourage 
the rediscounting of the Usance Bills of indigenous bankers by the 
Reserve Bank through scheduled banks, (vii) A Special Development 
Corporation should be set up for meeting the financial needs of small 
scale industries. New institutions for mobilising financial resources 
such as issue houses, investment trusts, unit trusts, etc. should also be 
established. A State-owned and State-managed Industrial Development 
Corporation should be set up for promoting new industrial units in the 
country. 

(f) A Brief Appraisal: India is now faced with the problem of 
adjusting banking standards to the requirements of development plan¬ 
ning. The private sector is also in need of greater financial assistance 
if it is to achieve the targets set for it in the Second Five Year Plan. 
At the present moment, heavy taxation of industrial profits is taking 
away a large portion of the liquid resources of the companies, specially 
manufacturing concerns and forcing them to seek more accommodation 
from hanks. In the context of this recent trend, the Shroff Committee's 
suggestion for setting up a consortium of hanks and underwriters becomes 
specially important. The recommendation of the Committee relating 
to commercial banking and industrial finance are both illuminating 
and constructive and, if implemented, would galvanise Indian commercial 
banks into playing a more eflFective role in the industrial development 
of the country. Other suggestions of the Committee regarding greater 
financial facilities for the private sector, if implemented, would go a 
long way in strengthening the pillars on which rests the main bulwark 
of private enterprise in India. 

Rural Banking in India 

In contrast to the organised banking facilities in the urban areas, 
rural areas in India are served mostly by indigenous bankers cum money¬ 
lenders, a few Land Mortgage and Co-operative Banks and very recently, 
by the newly opened branches of the State Bank of India. For a proper 
examination of rural banking facilities, it is necessary to focus the spot 
light on the activities of Land Mortgage Banks and Co-operative Banks 
in rural areas. 

(a) Co-operative Banking: Indian co-operative banking exhibits, 
a federal structure. The primary village societies constitute the base 
layers of the system. In the middle we have the central banking unions 
and central co-operative banks. The main function of the central unions 
and banks is to provide finance to die primary societies. The working, 



COMMERCIAL BANKING AND THE STATE BANK 


437 


capital of a central co-operative bank is derived from its own paid-up 
capital and reserve funds, deposits from societies and individuals and 
loans from the State Co-operative Bank. At the apex of the system 
stands the State Co-operative Bank. In almost every state, there is one 
such Bank which regulates and integrates the working of central co¬ 
operative banks situated within the state. The State Co-operative Bank 
can borrow from the Reserve Bank of India or/and the state govern¬ 
ment. The main function of the apex banks (i.e., the State Co-operative 
Banks) is to advance money to the central co-operative banks which 
in turn give loans to the primary societies. The apex banks provide 
the link between the money market and the central co-operative banks. 
The central banks in turn constitute a link between the apex banks 
and the primary societies. 

At present there is an apex bank in all the important states, while 
in Assam there are two such banks. This is because the Assam Co¬ 
operative Apex Bank was started in 1948 side by side with the former 
institution known as the Provincial Co-operative Bank of Assam. The 
apex banks usually depend upon deposits and borrowing for financing 
most of their operations. These banks depend on the commercial banks 
for nearly Jth of their borrowings and the rest comes from other sources 
including the Reserve Bank and the government. 

Turning to the available statistics regarding central co-operative 
banks and banking unions, we find that in 1956-57 tlxere were 451 central 
co-operative banks and banking unions situated in different states. 
More than 2/3rds of the deposits of the central co-operative banks are 
obtained from individuals and less than l/3rd from primary societies. 

A recent enquiry by the Reserve Bank of India has revealed that 
the lending rates of primary co-operative societies in most of the states, 
with the exception of Bombay and Madras, were quite high. Bombay 
and Madras proved to be exceptions because the governments of these 
two states took special steps for assisting the co-operative banks to 
lend money at low rates of interest. On many occasions in the past the 
governments of Bombay and Madras gave direct subsidies to co-opera¬ 
tive banks to meet their deficits and to bear a part of their adminis¬ 
trative costs. We are of the opinion that other state governments 
should follow the examples set by Bombay and Madras and should 
see to it that the rate at which loans are given to credit-worthy agricul¬ 
turists does not exceed 6| per cent for short and medium term credit 
and 4^ per cent for long term credit. 

(b) Land Mortgage Banks: The ordinary co-operative societies 
and banks cannot grant long term loans to their members because the 
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principle of co-operative lending demands that loans should be advanced 
on personal credit of members. It is not possible to grant long term 
advances on personal security alone. The Land Mortgage Banks, there¬ 
fore, supply long term credit to the cultivator who offers his land as 
a security. In India the first Co-operative Land Mortgage Bank was 
started in Punjab in 1920 but, due to initial difficulties, this bank could 
not function effectively. Madras has the distinction of successfully 
organising a Central Land Mortgage Bank in 1929. Since then. Land 
Mortgage Banks were set up in other Provinces which were prototypes 
of the Madras Land Mortgage Bank. 

Tlie Land Mortgage Societies and Banks give long term loans to 
their members for the redemption of their debts, for undertaking per¬ 
manent improvements on their lands and for purchasing new plots of 
land. In Madras and Bombay, the Central Land Mortgage Banks issue 
debentures for obtaining finance. These debentures are usually guaran¬ 
teed by the state government. Recently the Reserve Bank of India has 
agreed to purchase 20 per cent of such debentures. The Land Mort¬ 
gage Banks also accept long term deposits from the public. The finance 
thus obtained is made available to the Village Land Mortgage Societies 
for advancing loans to their members. In Punjab, M.P. and West Bengal, 
the Village Land Mortgage Societies obtain their funds directly from 
the State Co-operative Banks. Whereas in U.P. the Village Land Mort¬ 
gage Societies issue debentures for the purpose of raising their own capital. 

Land Mortgage Banking, as in the case of rural co-operative bank¬ 
ing, has made some progress only in the states of Madras and Bombay. 
Like the Co-operative Banks, the Land Mortgage Banks have also 
been charging high rates of interest on the loans which they advance 
to the cultivators. Moreover, there is a considerable amount of delay 
in the sanctioning of loans because of shortage of trained staff to scru¬ 
tinise applications and because of the ignorance of the cultivators. Due 
to these shortcomings, the Land Mortgage Banks in India are able to 
provide only a negligible proportion of the long term credit required by 
the cultivators. 

For the future progress of Land Mortgage Banking in India, it 
is necessary to co-ordinate the activities of Land Mortgage Banks, 
Co-operative Banks and the State Agricultural Departments. Central 
Land Mortgage Banks should possess a properly trained staff and should 
publish pamphlets, explaining in simple language the procedure and 
requirements to be satisfied by the cultivators for obtaining loans. The 
State governments, the Reserve Bank and the rural branches of the 
State Bank should provide direct and indirect financial assistance to 
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the Land Mortgage and Co-operative Banks and formulate schemes 
for their reorganisation. 

(c) Analysis of the Recommendations of the Rural Banking 
Enquiry Committee: In 1950, the Rural Banking Enquiry Committee 
made the following recommendations for the reorganisation of rural 
banking cum credit facilities in India: 

(i) The Committee suggested that the problems of mobilisation 
of rural savings and extension of rural credit should be jointly tackled 
by the same machinery; the organisation of this machinery should be 
based on co-operative principles. 

(ii) The Committee stated that efforts should be made to encourage 
the commercial banks to open new branches and to increase their opera¬ 
tions in rural areas. Villages should be served by the co-operative credit 
societies and the Post Office Savings Banks. The co-operative banks 
and the co-operative credit societies should be given special facilities 
such as remittance of funds at low rates through the Post Office Saving 
Banks; co-operative banks and societies should act as authorised agents 
for the sale of the National Savings Certificates. 

(iii) The Committee proposed the setting up of a Central Agricultural 
Credit Corporation for the country as a whole. 

(iv) The Committee was against the nationalisation of the Imperial 
Bank of India and suggested a number of remedies for effectively remov¬ 
ing the charges that were made against the Imperial Bank. The 
Committee fully investigated the charges of private monopoly, bureau¬ 
cratic control, unfair competition with other banks, the excessive centra¬ 
lisation and failure to implement the policy of Indianisation. But 
the Committee considered that with Imperial Bank’s co-operation and 
government’s control and regulation, most of these alleged defects could 
be removed and a private owned but government regulated Imperial 
Bank would be able to play a distinct role as an auxiliary to the Reserve 
Bank. 

The Imperial Bank and its Nationalisation 

{a) Functions: The Imperial Bank, the biggest Indian commer¬ 
cial bank, occupied a unique status in the Indian money market. The 
Imperial Bank was established in 1921 through the amalgamation of 
the three Presidency Banks of Madras, Bombay and Calcutta. Between 
1921 and 1935, in addition to ordinary commercial banking business, 
it also acted as a banker to the government. After the establishment 
of the Reserve Bank in 1935, the Imperial Bank ceased to function 
as a banker to the government but it was appointed as Reserve Bank’s 
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agent to transact government banking business at places where the 
Reserve Bank had no office of its own. The Imperial Bank also main¬ 
tained currency chests and depots of small coins on behalf of the govern¬ 
ment in those places where the Reserve Bank had no branch. As a result 
of this, the Imperial Bank was successful in creating a halo of prestige around 
it and waj on a better footing than other commercial banks in the country. 

By virtue of its high prestige, vast resources and wide connections, 
the Imperial Bank was regarded as the tmofficial leader of the Indian 
money market. The Imperial Bank rediscoimted bills and played an 
important part in financing the internal trade of the country, including 
the movement of crops. It also provided liberal assistance to the Co¬ 
operative Movement in India. 

(b) Criticisms against the Imperial Bank: The following charges 
were levelled against the Imperial Bank: 

(i) Bureaucratic control of the Bank's management and adminis¬ 
tration by a .selected few was regarded as highly objectionable. There¬ 
fore, the critics pressed the government for immediate nationalisation 
of the Bank. 

(ii) Another charge made against the Bank was that it discriminated 
in favour of European companies as a result of which the Indian business 
concerns suffered. 

(iii) After independence, it was emphatically pointed out that 
Indianisation of superior posts was an urgent neces.sity. The critics 
demanded that all superior officers should be recruited from among 
Indians and for this purpose adequate training facilities should be arranged 
for Indian officers who were fit for promotion. They reiterated that 
without nationalisation of the Bank the process of Indianisation of superior 
posts would be considerably delayed. 

(iv) Another criticism made against the Bank was that of unfair 
competition with other commercial banks. By doing business of the govern¬ 
ment and by charging lower rates of remittances for its own customers, 
the Imperial Bank was placed in a special category and it was difficult 
for other commercial banks to compete with it. It was pointed out that 
nationalisation would convert the Imperial Bank into a government- 
owned institution with a distinct field of operation and would consi¬ 
derably mitigate its present anomalous position and help other com¬ 
mercial banks to expand and develop. 

Nationalisation of the Imperial Bank (the Establishment 
of the State Bank) 

Though the Rural Banking Enquiry Committee (1950) was against 
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the policy of nationalisation of the Imperial Bank, the All India Rural 
Credit Survey Committee (1952) recommended the creation of a State 
Bank of India by amalgamating some State^sociated Banks with 
the Imperial Bank. Accordingly the State Bank of India Act was passed 
in 1955 and the State Bank of India, constituted on 1st July, 1955, took 
over the assets and liabilities of the Imperial Bank. 

The State Bank of India has an authorised share capital of Rs. 20 
crores and an issued share capital of Rs. 5.625 crores. Under the State 
Bank Act of 1955, compensation payments were made to the share¬ 
holders of the Imperial Bank at the rate of Rs. 1,765-10-0 for every 
fully paid up share and Rs. 431-12-4 for every partly paid up share. 
For the purpose of calculating compensation, the government took 
the average stock exchange value of shares over a period of time. The 
compensation was paid in Central Government securities and an option 
was given to every shareholder to acquire State Bank of India shares 
in lieu of Imperial Bank shares. But the Reserve Bank was empowered 
to transfer to the Imperial Bank shareholders and others, shares of 
the State Bank only upto 45 per cent of the total issued capital. In 
other words, the Reserve Bank and the government held 55 per cent of 
the issued capital. Under the Act of 1955, the management of the State 
Bank vests in a Central Board comprising of a Chairman, a Vice- 
Chairman, not more than 2 Managing Directors, and 16 other Directors. 
The Chairman and the Vice-Chairman are appointed by the Central 
Government in consultation with the Reserve Bank. 

The State Bank may, with the government’s sanction, acquire the 
business of other banks including certain State-associated banks and 
pay compensation to the share holders of these banks. The State Bank 
is required to open at least 400 branches by 1960 in accordance with 
a programme of expansion to be approved by the Central Government. 
In order to meet the losses that may be incurred by the State Bank due 
to the opening of these unremtmerative branches in the national inter¬ 
est, the Act constitutes an Integration and Development Fund into 
which shall be paid the dividends payable to the Reserve Bank on its 
shareholding of 55 per cent of the total issued capital in the State Bank 
and also such contributions as the Reserve Bank or the Central govern¬ 
ment may make from time to time. According to the Chairman of the 
State Bank, 262 branches have been opened by the Bank during the 
three and a half years commencing from July 1, 1955. This means that 
the yearly rate of expansion now exceeds 100 branches. There are 138 
branches to be opened and one and a half years at the disposal of the 
Bank to discharge its statutory obligation. 
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The State Bank undertakes ordinary commercial banking business 
and provides credit to agriculture, industry, trade and commerce. It 
extends larger remittance facilities in rural areas than the Imperial Bank 
used to do and endeavours to mobilise rural savings through its newly 
opened branches. The Rural Credit Section, set up at the Central Office 
of the Bank, took effective steps during 1958 to implement the Bank’s 
schemes relating to the financing of marketing and processing co-opera¬ 
tives and advances against warehouse receipts. The Banks activities in 
this field were co-ordinated with those of the Reserve Bank of India, 
State Governments and co-operative financing agencies. The Bank has 
sanctioned, upto December 1958, credit limits of Rs. 37.3 lakhs to 43 
marketing co-operatives and has granted 140 advances, totalling Rs. 
14.9 lakhs, against warehouse receipts at seven of the centres having 
warehouses of the Central Warehousing Corporation. 

In the sphere of finance for small-scale industries the Bank has 
done good job between 1956-58. The Bank’s “Pilot” Scheme for the 
provision of co-ordinated finance to small-scale industries, initiated in 
1956, was extended to 17 more centres during 1958, making a total 
of 53 centres. The total credit limits sanctioned by the Bank to small- 
scale industries increased during the year from Rs. 80,27,500 to Rs. 
2,37,36,000, the number of accounts increasing from 189 to 696. The 
loans granted by the Bank assisted the borrowing small units to increase 
their production and turnover. During the year 1958, an evaluation 
of the “Pilot” Scheme was undertaken and it was decided that the scheme, 
with its liberalisations in procedures, should be extended to all the 
branches of the Bank. At certain important centres, however, the scheme 
should be worked on an “intensive basis” so as to ensure the maximum 
co-ordination with the activities of Governmental and other agencies 
in this field. 

The nationalisation of the Imperial Bank for the purpose of estab¬ 
lishing the State Bank marks a big stride forward in the realm of govern¬ 
ment-controlled banking in India for fulfilling the requirements of 
a policy of balanced growth simultaneously in the urban and rural 
sectors of our growing economy during the process of developmental 
planning. It is heartening to note that the State Bank has gained in 
strength and in prestige since its nationalisation. At present it is more 
conscious of its own vitality than it ever was, and certainly the area 
of its service is much broader now than it was four years ago. Never¬ 
theless, there is no sense of ease or fulfilment. This is perhaps because 
expectations and responsibilities have outstripped resources, even en¬ 
hanced resources. 
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MONETARY SYSTEMS. COINAGE 
AND THE PRICE LEVEL 


The Indian monetary system has had an eventful career. A silver 
standard, a gold bullion standard, a gold exchange standard and a 
Sterling exchange standard were introduced one after the other. At 
present India is a member of the International Monetary Fund and 
has a regulated paper currency system. The Indian government, in 
consultation with the I.M.F. authorities, decides the gold parity value 
of the rupee. 

For fully appreciating the present monetary system in India, it 
is necessary to focus history’s microscope on the monetary systems 
that existed in India in the past. 

A Brief Historical Survey of Indian Currency 
and Exchange upto 1939 

(a) Between 1835 and 1893— Silver Standard: We begin our 
survey from 1835 because that was the year in which the rupee was 
introduced as the standard coin throughout the territories of the East 
India Company in India. From 1835 onwards, the silver rupee, weighing 
180 grains, and 11/12 hne, was gradually adopted as the standard coin 
and legal tender throughout India. This ushered in the era of silver 
monometallism because gold coins were no longer accepted as legal 
tender. Under the silver standard, mintage was free so that anybody 
could take silver to the mint and get it coined into rupee free of charge. 

But from 1873 onwards, difficulties cropped up and the working 
of the Silver Standard was affected. Due to the discovery of new silver 
mines, world supply of silver increased and the gold price of silver 
began to fall from 1874. Because of this there occurred a progressive 
fall in the exchange value of the silver rupee and government finance; 
consequently, India’s foreign trade received a rude shock. Therefore 
the government, in accordance with the recommendations of the Hers- 
chell Committee, decided to abandon the Silver Standard. In 1893, the 
free coinage of silver was stopped and the rupee became a token coin. 

ib) From 1893 to 1898— Period of Transition: The Herschell 
Committee recommended that a brief period of adjustment was ne- 
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cessary before gold standard with gold currency could be introduced. 
In 1898, when the Rupee-Sterling exchange rate stood at Re l=lsh 
4d the government asked the Secretary of State to make arrangement 
for the introduction of a gold standard in India. The Fowler Committee 
was appointed to draw up a suitable scheme of gold standard. 

(c) From January 1899 to August 1917— Gold Exchange 
Standard: According to the recommendations of the Fowler Com¬ 
mittee, the gold exchange standard was introduced in India in 1899. 
John Maynard Keynes hailed the gold exchange standard as the ideal 
monetary system for an underdeveloped country like India. Under the 
gold exchange standard, silver rupee was the standard coin used for 
all internal transactions. For external purposes, the rupee was con¬ 
vertible into gold at the rate of Ish 4d. The Sterling value of the rupee 
was regulated between Ish 4-1/8d and Ish 3-29/32d through the sale 
of Council Bills and Reserve Coimcil Bills respectively. For a smooth 
working of this system two reserves were maintained, one in India 
mainly in Rupees, and the other in London in Sterling. In 1913, the 
Chamberlain Commission was appointed to enquire and suggest improve¬ 
ments of the Indian currency system. The Commission expressed that 
the gold exchange standard which was in operation was eminently 
suited for India. But from 1916 onwards, due to a shortage in supply, 
the price of silver was rapidly rising and therefore the people in India 
were melting the rupee and selling it as silver. Under these circum¬ 
stances, it was almost impossible for the government to purchase silver 
at the higher price and supply rupees at the lower rate of Ish 4d. There¬ 
fore from August 1917, the rupee ceased to be a token coin and the 
exchange standard was abandoned. The Government left the rate of 
exchange free to be determined by the market price of silver. 

(d) August 1917 to September 1920— Uneasy Period of Un¬ 
stable Exchange Rate: During this period, the government tried in 
vain to restore stable gold exchange standard by raising the exchange 
rate pari passu with a rise in the price of silver. In December 1919, the 
exchange rate stood at Re l=2sh 4d. In 1920, in accordance with the 
recommendations of the Babington-Smith Committee, the government 
attempted to fix the rate of exchange at Re l—2sh. 

(e) 1920-1927— Period of “Masterly Inactivity”: After 1920, 
the government gave up attempts to maintain a particular exchange 
rate and this policy, known as the “Policy of Masterly Inactivity” con¬ 
tinued upto 1925. The Hilton-Young Commission, which was appointed 
in 1925, rruide far reaching recommendations for remodelling and reno¬ 
vating the Indian monetary system. First, the Commission was highly 
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critical of the gold exchange standard and recommended the adoption 
of the gold bullion standard. The Commission pointed out that the 
gold exchange standard stood in the past against automatic expansion 
and contraction of currency and tied the Indian currency system to 
the apron strings of the British monetary system. The Commission 
thought that xmder the gold bullion standard (under which the cur¬ 
rency, consisting of token coins and paper notes could be converted 
into gold in the form of bullion at fixed rates) India would be able to 
pursue a quasi-independent monetary policy. Another significant recom¬ 
mendation of the Commission was that a Reserve Bank should be estab¬ 
lished as the Central Bank for India. On the question of the rate of 
exchange of the rupee, majority of members of the Commission recom¬ 
mended Ish 6d, though Indian public and academic personalities were 
in favour of Ish 4d. The government immediately accepted the Commis¬ 
sion’s recommendation regarding the exchange rate being Re l = lsh 
6d. and later on, in 1935, established the Reserve Bank of India. 

(/) January 1927 to Sepiember 1931— “Camouflaged” Gold 
Bullion Standard: Under the Currency Act of 1927, the rupee was 
linked directly to gold but its value was fixed at 8.47 grains of fine gold 
which was equivalent to Ish 6d. in terms of Sterling. If gold was re¬ 
quired for foreign payment, the Indian currency authority had the option 
of paying Sterling for immediate delivery in London. Thus the currency 
system which was established by the Act of 1927 was a mixture of gold 
bullion and Sterling exchange standards. This “hybrid” type of currency 
system continued in India upto September 1931. 

(g) September 1931 to August 1939— Heyday of Sterung Ex¬ 
change Standard: When U.K., in September 1931, came off the 
gold standard, the Govermnent of India abandoned the “camouflaged” 
gold bullion standard and directly linked the Indian rupee with the 
British Pound Sterling at the rate of Ish 6d. India, therefore, adopted 
the Sterling exchange standard and once again India’s monetary system 
became highly dependent on tlie monetary policy of Great Britain. 
As a satellite country, India had to suffer a lot under the Sterling exchange 
standard. 

During the Great Depression of the thirties, Indian export consi¬ 
derably dwindled and India, under the Sterling exchange standard, 
had to export gold heavily to pay for her imports and “home charges.” 
(“Home charges” constituted the payments which the Government 
of India had to make annually to Great Britain in terms of Sterling). 
Indian economists, therefore, emphatically pointed out that a devalua¬ 
tion of the Indian rupee from Ish 6d. to Ish 4d. was necessary for 
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Stepping up exports and for stemming the outflow of gold. The govern¬ 
ment, however, was unwilling to devalue the rupee. In January 1935, 
the Reserve Bank was established which considerably strengthened 
the currency and the banking systems of the country. The Reserve Bank 
became the statutory currency authority in India and was legally respon¬ 
sible for maintaining the Rupee-Sterling exchange rate at the par value 
of Re l = lsh 6d. (The Sterling exchange standard continued upto 8th 
April, 1947, when India became a member of the I.M.F.) 

Indian Currency and Exchange during and after 
the Second World War 

The World War 11 of 1939-45 produced a number of far reaching 
effects on production, trade and prices in India which had their reper¬ 
cussions on the system of currency and exchange. The following were 
the most significant happenings in the currency and exchange systems 
of India:— 

(a) Exchange Control: Exchange Control was introduced in 
India during the War period under the Defence of India Rules and 
the Reserve Bank was given the power to administer exchange control 
so as to conserve and mobilise the country’s foreign exchange resources. 
All transactions in foreign exchange with countries not included within 
the British Empire were required to be conducted through the Reserve 
Bank or through authorised dealers which the Bank appointed. Of the 
British Empire countries, Canada, New Foundland and Hongkong 
were included within the orbit of the exchange control system. Holdings 
of dollars and hard currencies were compulsorily acquired by the govern¬ 
ment and was transferred to the Empire Dollar Pool. E.D.P. was a 
common pool of available dollar resources of Sterling area countries. 
This dollar fund was located in London and the members of the E.D.P. 
agreed not to draw dollars from it unless it was necessary for essential 
purposes. (In 1946, after the termination of hostilities, the E.D.P. was 
liquidated but the foreign exchange earnings of the Sterling area countries 
were kept in a Central Pool at London). The exchange control conti¬ 
nued in India even after the War under the Indian Foreign Exchange 
Regulation Act of 1947. 

( b ) Exchange Rate: During the Second World War, India en¬ 
joyed a continuously favourable balance of trade and the question of 
the exchange rate devaluation automatically faded away. Through¬ 
out the War period, the rate of exchange was maintained at Ish 6d. to 
a rupee. In the post War period, Britain, faced with continuous balance 
of payment difficulties, devalued the Pound Sterling by 30.5 per cent. 
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India also, as a defensive measiire, devalued her rupee to the same ex¬ 
tent as the Poxmd Sterling. Therefore, the old rate of Ish 6d. to a rupee 
continued even after September 1949. 

(c) Coinage Changes: During the War period, the price of silver 
shot up and therefore, it was difficult for the government to mint silver 
rupee and half rupee coins. Silver contents of half rupee as well as of 
rupee coins were reduced and one and two rupee notes were issued 
for the first time in India. From April 1957, tne decimal coinage system 
was introduced in India. 

{ d ) Enormous Expansion of the Volume of Currency and 
THE Consequent Rise in Prices: The requirements of War finance 
led to an enormous expansion of the volume of notes in circulation 
which brought about an unprecedented rise in prices. This infiation 
continued in the immediate post War period due to the impact of pent 
up demand in the consumption goods market and due to black market¬ 
ing and profiteering tendencies. The inflation was somewhat curbed 
after the bank rate rise in November 1951 and towards the closing stages 
of the First Five Year Plan. But since the launching of the ambitious 
Second Five Year Plan, with its bold deficit financing programme, the 
inflationary forces have once again become highly active in the Indian 
economy. The index number of wholesale prices (1952-53=100) jumped 
to 109 in May 1957, came down to 106 in January 1957, was around 
108 in May 1958 and stood at about 112 in April 1959. 

(e) Accumulation of Sterling Balances: During the Second 
World War period, the Government of India incurred expenditure on 
behalf of the British Government for the maintenance of Allied army 
and for the purchase of a huge quantity of war materials for the Allied 
governments. In return, the Indian government obtained Sterling secu¬ 
rities (known as Sterling balances) which served as a backing to ottr 
expanded curreni^ system during the War period. Sterling balances 
amounting to Rs. 1,733 crores stood at India’s credit in 1945-46. Since 
then negotiations were conducted between the Indian and U.K. govern¬ 
ments from time to time for the release of Sterling balances. At present 
under the Five Year Plans, the release of Sterling balances is immensely 
helping us to bridge our foreign exchange gap. Sterling releases are 
also serving as an effective backing to the deficit financing programme, 
embodied in our Five Year Plans. 

Spotlight on India’s Sterling Balances 

Even before the Second World War, the Reserve Bank used to 
maintain Sterling securities in London as a part of its currency reserve. 
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On the eve of the Second World War, the Sterling reserves kept in 
London amounted to about Rs. 64 crores. During the War period, 
there was a prodigious growth of India’s Sterling balances which reached 
the peak figure of Rs. 1,733 crores in 1945-46 and after partition stood 
at Rs. 1,516 crores. 

It is interesting to note how the increase in Sterling balances took 
place. Firstly, Indian government undertook to finance war purchases 
in India for the British and other Allied governments in rupees against 
which she was paid in terms of Sterling securities. Secondly, the British 
government agreed to bear a portion of the government of India’s war 
expenditure for which India received payments from Britain in terms 
of Sterling securities. 

Thirdly, the War period ushered in an era of favourable trade 
balances for India. India became a creditor country in relation to 
Britain and, therefore, obtained payments in terms of Sterling securities. 
In fact, before the War, Sterling used to flow from India to Britain 
but during the War a reverse trend took place and Sterling either 
flowed from Britain to India or accumulated in London in the form 
of Sterling securities (generally known as Sterling balances). The govern¬ 
ment of India transferred the Sterling securities to the Reserve Bank 
and the enormous expansion in the volume of currency notes during 
the War period was possible because of the phenomenal accumulation 
of Sterling balances. 

After the termination of hostilities, Britain seemed to be unwill¬ 
ing to pay to India the entire amount of Sterling balances accumulated 
during the War period. It was argued that a large portion of the Sterling 
balances accumulated on account of War expenditure in India, but, 
since India was saved from Japanese aggression by Allied war efforts, 
therefore she should not press Britain to make full payment of the Ster¬ 
ling balances. Spokesmen of the Conservative Government of Great 
Britain emphatically pointed out that there was a definite case for appre¬ 
ciably scaling down of the Sterling balances as most of the war materials 
were purchased at inflated war time prices. 

Indian public and academic personalities strongly resented the 
British move for scaling down of the Sterling balances. They pointed 
out that as an tmderdeveloped poor cotmtry, India shouldered a very 
heavy burden of war expenditure which almost broke the back of her 
economy. (In fact, India’s war expenditure reached the peak figure 
of Rs. 450 crores in 1944-45). If India was refused by Great Britain 
her legitimate claims on Sterling securities which accumulated in her 
favour in London, it would be extremely difiicult for her to reconstruct 
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and develop her economy during the postwar period. It was also pointed 
out that the purchases made for the Allied armies were at controlled 
prices which w'ere much lower than the prevailing market prices. There¬ 
fore, the argument that war materials were supplied at inflationary 
prices did not hold water. It was also shown that about £ 100 million 
release of Sterling balances would reduce British national income by 
1 % only and this would not give rise to a heavy strain on the Britislx 
economy. 

When the Labour Government came to power in U.K., they assured 
that Sterling balances would not be scaled down and promised to release 
Sterling gradually by instalments. Various agreements were made between 
U.K. and India for the settlement and release of Sterling balances. 
Just after independence, an agreement was signed in August 1947 and 
the Reserve Bank opened two accounts (No. 1—Current account and 
No. 2—Blocked account) with the Bank of England. £ 35 million for 
current purposes and £ 30 million as a working balance were credited 
to No. 1 account. In June 1948, another agreement was made to cover 
a period of 3 years ending on 30th June, 1951. Under the above agree¬ 
ment, arrangements were made to release £ 160 million for current 
expenditure. Just before the expiry of this agreement, a fresh agree¬ 
ment was signed in June 1951 which was extended to remain in force 
upto June 30, 1957. Under this agreement a sum of £310 million was 
transferred from No. 2 to No. 1 account to be held by the Reserve 
Bank of India as a currency reserve. But since 1951, India started the 
process of developmental planning and it was widely felt that the Sterling 
released for current expenditure would be somewhat inadequate for 
our growing needs. 

During the First Plan period, the total amount of deficit financing 
(which, according to the Review of the First Five Year Plan, was about 
Rs. 532 crores) was mostly backed by Sterling releases and this was 
one of the reasons why deficit financing was not accompanied by a 
heavy dose of inflation. The Second Plan has envisaged Rs. 1,200 
crores of deficit financing. Wliilc drafting the Plan, the Planning Com¬ 
mission expected that during the Plan period the release of Sterling 
balances would amount to Rs. 200 crores which meant that deficit financ¬ 
ing, in the sense of new currency creation, would amount to Rs. 1,000 
crores only. This partially explains why the Second Plan's deficit financ¬ 
ing programme is expected to contain greater inflation-potential than 
that of the First. 

The year 1956-57 closed with a huge gap between our imports 
and exports of merchandise. During the first year of our Second Plan 
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we drew more than Rs. 200 crores from otir Sterling balances. Our 
Sterling balances stood at Rs. 740 crores in January 1956 but readied 
the figure of Rs. 533 crores in December 1956 and further declined 
during 1957. After a fairly prolonged difficult period, the drain on India’s 
Sterling reserves substantially abated from early 1959. The Sterling 
balances stood at Rs. 267 crores at the end of March 1958. But fur¬ 
ther drain on Sterling reserves was firmly checked by the Government 
as a result of which the Sterling balances stood at Rs. 213.06 crores 
at the end of March 1959. The Sterling balances now (June 1959) 
are a little over Rs. 200 crores, and the Union Government is determined 
that as far as possible no further decline should be allowed. In other 
words, Sterling balances are no longer to be considered a drawable 
source of foreign exchange, although temporary reduction of the Sterling 
reserves to about Rs. 150 crores towards the end of the Second Plan 
is not wholly ruled out. 

Devaluation of the Indian Rupee in September 1949 

On 20th September, 1949, the Indian Government announced 
its decision to devalue the rupee with the result that the valtie of the 
rupee in terms of U.S. currency was changed from 30.225 cents to 21 
cents. The gold parity of the Indian rupee fell from 0.268691 grams 
to 0.186621 grams of fine gold. The government of India took this 
action following the decision of U.K. and other countries of the Sterling 
area (except Pakistan) to devalue their currencies in terms of the U.S. 
dollar. 

In the immediate post war period U.K., the leader of the Sterling 
area countries, suffered from a chronic unfavourable balance of pay¬ 
ment with the U.S.A. Consequently U.K.’s gold and dollar reserve 
dwindled to a precariously low level. Without devaluation it was almost 
impossible for U.K. to step up exports to U.S.A. and to bridge the dollar 
gap. Productive and technical efficiencies of American industries were 
much higher in the postwar period than the British industries and this 
gave rise to a structural disequilibrium. It should also be noted that 
Amoica possesses a quasi-self-sufficient economy in whidi foreign trade 
constitutes between 2 to 3 per cent of the national income. Consequently 
it was difficult for Britain to boost up exports to America. Suffering 
from a chronic deficit in her balance of payments position, Britain had 
to devalue the pound sterling in terms of the American dollar on ISth 
September, 1949. 

But why did India follow suit and devalue her currency while 
Pakistan adopted a non-devaluation policy upto 31st July, 1955? It 
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should be remembered that with hi^er prices ruling in India in the 
post war period our exports could not be sufBciently stepped up while 
imports increased. Faced with an acute food shortage, we were 
forced to import food grains from abroad. In addition to this, con¬ 
sumer goods were imported to alleviate the pent up demand in the 
consumption goods market. A few organised industries also purchased 
machineries from foreign countries. Naturally we suffered from bal¬ 
ance of payments difficulties and our dollar reserve also gradually 
frittered away. But in spite of all this, our position was not as acute 
as that of U.K. We devalued mainly because we were afraid that our 
Sterling area competitors, who devalued their currencies, would increase 
their trade at our cost. If we had followed a non-devaluation policy 
then, Lancashire cotton piece-goods, Ceylonese tea. South African 
manganese, East African ground nuts and Dundee jute goods would 
have obtained a better market at our expense. The Reserve Bank of 
India Bulletin (November 1950) has rightly emphasized that “deva¬ 
luation became a defensive necessity... .in India and its choice became 
a Hobson’s choice.” 

Pakistan did not devalue because she thought a non-devaluation 
policy would safeguard her economy against inflationary tendencies 
and would enable her to achieve economic stability. Pakistan at that 
time, not being a member of the I.M.F., could pursue a non-devalua¬ 
tion policy. It seems that India would not have obtained permission 
of the I.M.F. to pursue a non-devaluation policy when U.K. and other 
members of the I.M.F., belonging to the Sterling Area, devalued their 
currencies. Pakistan's non-devaluation policy produced disastrous 
effects on her economy and, after becoming a member of the LM.F., 
she was virtually forced to devalue her currency on 31st July, 19SS. 

Devaluation of the Indian rupee made Indian products compara¬ 
tively cheaper than those of non-devaluing countries in the markets 
of the U.S. and other hard currency areas. As a result of this, Indian 
exports increased and the immediate effect was a substantial improve¬ 
ment in India’s balance of payment. While during the year 1948-49 
a deficit of Rs. 183.45 crores was incurred in India’s balance of trade, 
this deficit was reduced to Rs. 118.89 crores in 1949-50 and Rs. 22.01 
crores in 1950-51. Devaluation certainly played a vital role in this process 
of reduction of deficits in India’s balance of trade. But unfortunatdy 
in 1951-52 the deficit in our balance of trade again jumped up to Rs. 
209.63 crores. 

Export of jute and cotton piece-goods was seriously affected in 
the post-devaluation period due to high prices and uncertainty of supply 
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of raw materials from Pakistan. However, with a vigorous self-suifi- 
ciency drive for the production of jute and cotton, the position slightly 
improved between 1952 and 1954. As a result of a substantial improve¬ 
ment in food and raw material position and due to control of inflation, 
the deficit in India's balance of payment was appreciably reduced during 
the closing stages of the First Plan. But since the inauguration of the 
bold and ambitious Second Five Year Plan, our balance of payment 
has again hopelessly deteriorated and at present we are experiencing 
a “foreign exchange—shortage” situation. 

It should be noted that a policy of devaluation lends additional 
support to the inflationary forces unless imports of comparatively dearer 
goods from non-devaluing coimtries are stopped. Therefore the Indian 
devaluation policy was followed by the announcement of an eight point 
programme in October 1949, for checking further price rise and for 
restricting imports from U.S. and other hard currency areas. 

Between 1950 and 1953, the inflationary forces assumed serious 
proportions. Therefore, it was advocated that the Indian rupee should 
be revalued and a higher exchange rate should be introduced which 
would curb inflation and enable India to make appreciable saving in 
her purchases of food, raw materials and machinery for her develop¬ 
mental plans. But Indian government did not agree to revalue the rupee 
perhaps because the I.M.F. would not have given permission for the 
adoption of a revaluation policy, aiming at appreciating the foreign 
exchange value of the rupee. At present it is being debated whether 
a mild dose of devaluation, reinforced by additional anti-inflationary 
measures, should be introduced in India, in the face of a serious foreign 
exchange shortage, for boosting her exports. In our opinion, the pros¬ 
pects of a direct devaluation policy are not very encouraging at the 
present moment when there is nothing to stop India’s competitors in 
the world’s tea and textile markets to offer strong price competition. 
Moreover, most of our imports now belong to the absolutely essential 
category and, therefore, under direct devaluation import costs will go 
up, thereby increasing our foreign exchange liabilities. 

The Present System of Issue and Regulation of Paper Currency 

Prior to the establishment of the International Monetary Fund, 
India had the Sterling Exchange Standard and the Reserve Bank main¬ 
tained the external value of the rupee in terms of Sterling which was 
Ish 6d. to a rupee. From \st March, 1947, India became a member of 
the I.M.F. and the rupee obtained a gold parity value which was Jointly 
decided by the I.M.F. and the Reserve Bank. But the gold parity rate 
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was such that the old rate of Ish 6d. to a rupee was maintained. The 
rupee was theoretically convertible into any foreign currency and the 
issue department of the Reserve Bank was required to hold other foreign 
currencies in addition to Sterling. However under the Exchange Con¬ 
trol Act of 1947, exchange control in India was further extended and, 
therefore, it was not possible to freely convert the rupee into dollar 
or any other currency which fell within the purview of the Exchange 
Control Act of 1947. 

Turning the spotlight on the system of paper currency that exists 
at present, we find that the one rupee notes arc issued by the Ministry 
of Finance, Government of India. For the issue of all other types of 
notes, the Reserve Bank has a separate issue department. In India 
the system of issuing notes is based on the “Proportional Reserve 
Method.” Under this method the Central Bank is under legal obliga¬ 
tion to keep a certain percentage of gold and foreign exchange reserve 
against the notes it issues. According to the Reserve Bank of India 
Act of 1934, the Reserve Bank was required to maintain not less than 
40 per cent reserve (against note issue) in gold coins, gold bullion or 
Sterling securities. In 1947 when India became a member of the I.M.F., 
the 1934 Act was amended which enabled the Reserve Bank to include 
foreign currencies other than Sterling in its “40 per cent reserve”. Under 
the 1934 Act, the value of gold coins and gold bullion included in the 
“40 per cent reserve” was not allowed to fall below Rs. 40 crores. The 
remaining 60 per cent of the volume of note issue were to be covered 
by Rupee coins, India Government securities, approved bills of exchange 
and promissory notes. The amount of Government securities was not 
to exceed 25 per cent of total assets or Rs. 50 crores, whichever was 
greater. 

In 1956, the Reserve Bank Act of 1934 was amended for meeting 
the needs of developmental planning and it was stated that the minimum 
reserve of gold coin and bullion should be of the value of Rs, 115 crores 
and for this purpose gold was revalued. In fact, under the 1956 Amend¬ 
ment Act, separate lower limits were provided for the reserve in foreign 
securities and that in gold. The Reserve Bank had to maintain in its 
Issue Department Rs. 115 crores in gold and Rs. 400 crores in foreign 
securities. The latter was reducible, under special circumstances, to 
Rs. 300 crores. By an Ordinance, issued by the President in the last quarter 
of 1957, the Reserve Bank of India Act was again amended to reduce 
the minimum currency reserve in foreign securities. Under the new 
arrangement, the overall minimum reserve to be maintained by the Reserve 
Bank to back the currency will be Rs, 200 crores, of which ^^not less than 
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115 crores"" will be in gold coins and bullion. Thus the net elfect of 
the Ordinance is that while the provision about the gold reserve remains 
unaltered, the effective minimum limit for foreign securities will in 
future be Rs. 85 crores. In India, therefore, we have an elastic system 
of note issue which satisfies the requirement for an expanded paper 
currency system, necessary to fulfil the deficit financing programme 
of our bold and ambitious development plans and to meet emergencies 
which are expected to arise from adverse balance of payments. 

I.M.F., I.B.R.D. and India 

The International Monetary Fund was established on 27th Decem¬ 
ber, 1945, (i) to facilitate the expansion and balanced growth of inter¬ 
national trade; (ii) to promote exchange stability; (iii) to assist in the 
establishment of a multi-lateral system of payments and (iv) to ultimately 
eliminate foreign exchange restrictions. Under the I.M.F., gold is the 
common denominator of value and member countries’ currencies 
are expressed in terms of gold. Gold is also regarded as the most liquid 
asset because a member country has to subscribe 25 per cent of its quota 
in terms of gold or 10 per cent of its total gold holding. The I.M.F. 
ordinarily allows a member country to undergo 10 per cent unilateral 
exchange rate adjustment and more than 10 per cent if a member country 
is suffering from “fundamental disequilibrium” due to a chronic deficit 
in her balance of payments position. The LM,F, is a definite improve- 
ment on the Gold Standard System, It should be regarded as a ^'‘Controlled 
International Exchange Standard'"'" which strikes a mean between domestic 
and international equilibrium,'"^ 

Membership of the I.M.F, has immensely benefited India. Before 
devaluation of the Indian nipee in September 1949, when India suffered 
from balance of payment difficulties, India obtained nearly % 90 million 
from the Fund. Again in 1952, when her deficit in the balance of trade 
considerably increased, she obtained further assistance from the I.M.F. 
From the first year of our ambitious Second Plan a severe drain started 
in our foreign exchange resources which is still continuing in spite of 
a drastic cut in imports and the scaling down of the currency reserves 
of the Reserve Bank of India. We approached the I.M.F. for short¬ 
term assistance and was able to get a total credit amounting to Rs. 
95.2 crores (i,e,, $ 200 million) from it. 

Now, what are the prospects of getting further assistance from the 
I.M.F? To answer this point it is necessary first to put the spotlight 
on the Fund articles. Under the Fund articles a member country is 
allowed to purchase foreign currency at the rate of 25 per cent of her 
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quota in any 12 month period. Recently the Fund authorities waived this 
limit in the case of Burma and U.K. and soon after this, it became almost 
an accepted principle that the Fund would allow purchases up to 50 
per cent of the quota. A ceiling on total purchases is, however, laid down 
by the rule that the Fund’s holdings of a member’s currency must not 
exceed 200 per cent of its quota, which means in effect that the upper 
limit for I.M.F.’s short-term assistance is equivalent to the country’s 
quota plus her gold contribution. This means that in the case of India 
the upper limit is her quota of $ 400 million plus her “gold tranche’’ 
$ 27 million. As noted earlier India has already purchased $ 200 million 
(Rs. 95.2 crores) diuing 1957. Therefore the scope for further pur¬ 
chases (which constitute the short-term assistance available from the 
I.M.F.) is limited to another $ 227 million or Rs. 108 crores. 

But the prospects of India, getting further assistance from the Fund, 
has considerably improved since the Fund-Bank Conference in New Delhi 
in October 1958. It is important to note here that a major change of 
emphasis in the Fund-Bank activities, from reconstruction to stability 
and development, took place at this Conference. The resolution to 
expand the resources of the International Monetary Fund received 
unanimous approval in the Fxmd-Bank meeting. The size of the increase 
in quotas was not decided at the meetings, but it was commonly men¬ 
tioned that it will be 50 per cent. It was also suggested that at least 25 
per cent of the increase be paid in gold. Later on it was announced by the 
I.M.F. authorities that they have decided to increase the size of the quotas 
by 50 per cent and of this increase, ^ should be paid in gold. Consequently, 
in April 1959, India informed the I.M.F. of its willingness to pay an 
additional contribution of $ 200 million as a result of the increase in the 
members’ quota. Of the $ 200 million, one-fourth will be paid in gold; 
the rest in the form of non-interest bearing, non-negotiable rupee secu¬ 
rities to be issued in favour of the Fund. It is expected that the Indian 
contribution will be paid before September 1959. The increase in the 
Fund’s quotas has improved its working efficiency and has considerably 
brightened India’s prospects of getting assistance for her development 
programmes, particularly during the Third Plan period. 

The International Bank for Reconstruction and Development, 
usually referred as the World Bank, was established as a sister organi¬ 
sation of the I.M.F. for the purpose of promoting long term foreign 
investment. The World Bank, after its inception, gave considerable 
attention to the problems of reconstruction of industries in war devas¬ 
tated Europe. Side by side with reconstruction financing, the World 
Bank also started financing economic development in imderdeveloped 
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countries. The recent Annual Reports of the World Bank convindn^y 
prove that the Bank at present is sincerely endeavouring to strengthen 
the general economic foundations of the underdeveloped countries. It 
is heartening to note that by the end of 1958 the World Bank's loans 
to Asia approached the one-thousand-million-dollar mark. (Upto October 
1958, Asia received $ 948 million as against Europe's $ 1,186 million). 

The World Bank is a unique institution, combining as it does the pri/i- 
ciples of banking with a task that is the least banker-like. Caution in 
lending has to be strictly observed; but development is venturesome. 
It requires longterm investments, which any other bank would hardly 
undertake. Moreover, there are difficulties of functioning on an inter¬ 
national plane, more so when the economic policies and laws of coun¬ 
tries differ widely. 

The Bank is against general loans; it makes loans against specific 
projects. At present the Bank’s loans are mainly directed to helping 
its member countries to build the foundations of economic growth. 
Electric power and transportation figure high in the list of loan projects 
since these basic services help to develop new resources and accelerate 
the growth process. Economic development does not, however, take 
place in compartments. So loans have often been made for projects that 
complement each other. For instance, one of the regions in India to benefit 
from a loan to improve the service of the national railways was the indus¬ 
trial Damodar Valley; another loan is helping to expand the private pro¬ 
duction of iron and steel in the Valley; another is helping to provide 
power for various industries; and yet another is being devoted to multi¬ 
purpose projects which will benefit both industry and agriculture there. 

On 20th July, 1956 another organisation, known as the International 
Finance Corporation, came into existence and started operating side by 
side with the World Bank. Membership of this Corporation is open to 
all countries which have connections with the World Bank. 

The International Finance Corporation and the World Bank are 
separate institutions with separate funds but they work very closely to¬ 
gether. The President of the World Bank is the Ex-officio Chairman 
of the Board of the Corporation. This Corporation directly finances 
private industrial projects in developed and underdeveloped countries. 
Unlike the World Bank, the Corporation’s loans do not require govern¬ 
ment guarantee. It should be noted here that the Corporation’s invest¬ 
ments are intermediate between conventional loan capital and share 
capital. In other words, they are loans carrying interest and some right 
to participate in the profits and growth of the enterprise. In fact, there 
are three elements in the Corporation's investment pattern. First, the 
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fixed-interest obligation, which is usually long-term, say eight to ten 
years. Second, a participation in the profits of the enterprise. Third, 
an option to pimchase stock or to convert the investment into stock. 
The establishment of the International Finance Corporation has proved 
to be a definite advantage for private industrialists in India and other 
underdeveloped countries who urgently require financial assistance for 
the expansion of plants and equipments but are unable to get it directly 
from the World Bank because of the reluctance of their respective govern¬ 
ments to guarantee such loans. The International Finance Corporation 
is now only three years old. Its annual reports show that it has so far 
made 11 investments and has yet to make its first in India. Although 
it has not completed an investment in India, project proposals are 
at present rmder active consideration and it is likely that within the 
next few months some of them will be concluded. 

Up to the end of the First Plan, India received $ 145 million assis¬ 
tance from the World Bank. Faced with a foreign exchange crisis, India 
pleaded for a substantial amount of assistance from the Bank during 
the first two years of the Second Plan and succeeded in getting about 
$ 227 million. According to World Bank figures, India leads Asia as a 
recipient of Bank loans granted for development purposes. The amoimt 
committed to India (upto July 1959) stands at $ 567 million. The Bank 
is expected to give two loans to India totalling about S 60 million before 
the end of 1959. One credit of about $ 50 million would be to aid railway 
development and the second of $ 10 million would go to the Industrial 
Credit and Investment Corporation of India. 

The financial assistance granted by the World Bank to India includes 
loans to the Government for railway rehabilitation, agricultural deve¬ 
lopment, electric power development, port development, the Damodar 
multi-purpose project, and to the private sector for the expansion of 
Indian Iron and Steel Works, Tata Iron and Steel Works, development 
of electric power in the Tata group of hydro-electric companies, and 
to the Industrial Credit and Investment Corporation. It is expected 
that, after the decision to increase the Bank subscriptions at the New 
Delhi Fund-Bank Conference, the capital resources of the Bank would 
substantially increase and this would enable the Bank authorities to grant 
further financial assistance to underdeveloped countries like India. 

To sum up, the World Bank and the International Monetary Fund 
are nearing their teens and the International Finance Corporation is 
a toddler of about three years. But the contribution of these specialized 
agencies of the United Nations to the underdeveloped countries like 
India, even in this short period, has been substantial. 
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Introduction of Decimal Coinage in India and Its Effects 

The discussion of the coinage system serves as an essential corol¬ 
lary to the general analysis of monetary systems in India. Under the 
Indian coinage system, beginning from the one rupee coin to the coins 
of smaller denominations, called the subsidiary coins, are token coins 
i.e. their face value is higher than their intrinsic value. Rupee and 
half rupee coins are unlimited legal tenders whereas the subsidiary 
coins are limited legal tenders up to Rs. 10 only. From 1st April, 1957, 
India has changed over to the decimal coinage system. To give effect 
to tliis change an amendment to the Indian Coinage Act of 1906 was 
passed by the Parliament in August 1955. Under the Amendment Act 
of 1955, it was declared that the Indian rupee would continue to be 
the standard coin but it would be divided into hundred Naye Paise; 
the half rupee and the quarter rupee being equivalent to 50 and 25 
Naye Paise respectively. Under the Amendment Act of 1955, there 
is no provision for counterparts in the new system for the existing two 
anna, one anna, half anna and pice coins. Since 1st April, 1957, 10, 
5, 2 and 1 Naye Paise have been issued which are circulating side by 
side with the old coins and will ultimately replace them. For converting 
the old coins into Naye Paise, the Finance Ministry of the Government 
of India issued a detailed conversion table. 

Effects of the Introduction of Naya Paisa 

The circulation of Naya Paisa, based on government conversion rate, 
is restoring the dignity of the Paisa making auditing and accounting easier 
and serving as a disguised source of revenue for the government. General 
effects, consequent upon the introduction of the Naya Paisa, are the 
following: 

(i) Government revenues, specially through the Post and Tele¬ 
graph Department, are being augmented. With one rupee, previously 
21 post cards could be obtained with a balance of one pice. With 
the introduction of Naya Paisa, the price of a post card has been put 
at 5 nP. Therefore, at present with one rupee we get only 20 post cards 
which means that the government is earning more revenue by selling 
one rupee worth of post cards. Similarly, in the case of envelopes, which 
are now charged 13 nP. each, the public are getting only 7 such enve¬ 
lopes for a rupee while previously they used to get 8 envelopes for a rupee. 

(ii) The conversion of old coins into new ones may ultimately 
affect the exchange value of the rupee because, in daily transactions 
involving small change, the buyer stands to lose as payments for frac¬ 
tional amounts are made in the nearest round figure. This is not only 
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causing a further decline in the purchasing power of the rupee but its 
net effects are the same as those of a fresh dose of inflation. At present 
in daily transactions involving small change, buyers of many essential 
commodities stand to lose. This loss may seem negligible in a single 
transaction but certainly appear substantial to poorer people if they 
take into account a series of transactions. 

It should be noted that the loss which the people are now incurring 
due to the introduction of Naya Paisa is only relative, the sense of it 
will prevail till the old coins are in circulation side by side with the new 
ones. This feeling of a loss will, however, completely disappear with 
the gradual withdrawal of old coins from circulation. It is important 
to remember that the Naya Paisa, which is smaller in value by one third 
than the pice, is basically more serviceable. Its redeeming feature, how¬ 
ever, is that it greatly facilitates and simplifies calculations and accounting. 
The whole problem of calculation has become immensely easier with 
the conversion of weights and measures also into the Metric system 
from 1st October, 1958. 

War and Post-war Inflation in India 

Inflation or rise in the price level is a situation of excess demand 
in relation to the shortage of supply. The basic cause of inflation is 
inelastic supply of goods in relation to excessive demand. Generally 
speaking, however, inflation results from a disequilibrium between con¬ 
sumption, production and the money suppfy. “Quantity Theory” analysis 
of inflation, which tells us that with an increase in the money supply there 
will be a proportionate rise in the price level, holds good only under the 
assumption of full employment. Before full employment, an expansion 
of money supply can be effectively utilized for augmenting production 
with the help of unutilized resources and unemployed man power. 

This increased production may easily satisfy the demand for goods 
arising from an increase in the purchasing power of the people as a 
result of expansion of money supply. Thus, if an increase in the supply 
of goods is matched by an increase in the demand for goods there should 
be no inflation or price rise in spite of expansion of money supply. How¬ 
ever, before full employment, semi-inflation may occur due to sectorial 
maladjustments and the existence of temporary bottlenecks, or shortages 
of strategic factors of production like basic raw materials, capital equip¬ 
ments, skilled personnel, etc. * 

lidatiim Daring World War II 

Immediately on the outbreak of the Second World War in September 
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1939, commodity prices in India took an upward turn mainly as a result 
of speculation. This speculative rise in prices lasted for about three 
months from September to December 1939. With the disappearance 
of this initial brief spurt, the prices again settled down and in 1940 there 
was only a ^^latenC^ inflation in India. It should be noted that under this 
“latent” inflation there was certainly some amount of excess demand 
which was neutralized mostly by gradual dishoarding or decumulation 
of stocks. In other words, in 1940, there was inflation as excess demand 
was there but the inflationary effects were substantially neutralised by 
the gradual dishoarding policy of the dealers and wholesalers who had 
accumulated huge stocks on the eve of the war. 

It was in 1941 that ^‘'latenC^ inflation in India was converted into 
a real type of inflation and the people seriously felt the impact of the 
rising trend in prices. In the beginning of 1941, the Indian govern¬ 
ment on behalf of U.K., made huge purchases of all types of goods in 
the Indian market. The result was that there was considerable reduc¬ 
tion in the availability of goods for civilian consumption. The slight 
dishoarding tendency of 1940 disappeared in the twinkling of an eye 
and speculative hoarding and profiteering activities increased by leaps 
and bounds. 

With Japan's entry into the war in December 1941, the infla¬ 
tionary spiral in India gained further momentum. Scarcity of consumer 
goods, accompanied by a terrible food shortage, made the situation 
extremely gloomy. 1943 was the worst war year in respect of prices. 
Thus between 1941-43 India experienced an ^^open"^ type of semNnflation 
before full employment due to sectorial maladjustments and transport 
cum communication bottlenecks. We have referred it as an “open” infla¬ 
tion because before 1943, the government did not introduce any anti- 
inflationary measures for checking the price rise. 

It was during the last quarter of 1943 that the government intro¬ 
duced price control and rationing of food, cloth, sugar and other neces¬ 
saries of life. After 1943, the government also slowed down the pace 
of issuing paper currency, intensified borrowing programmes for mop¬ 
ping up extra purchasing power of the people and launched the Grow- 
More-Food-Campaign for increasing agricultural production. These 
anti-inflationary measures partially stabilised the Indian price level 
between 1943-45. During this period, the general price index ranged 
between 236 and 244. Thus between 1943-45 the '^open^'* type of semi-^ 
inflation in India was technically converted into a suppressed type of semi¬ 
inflation by means of government control cum rationing and other fiscal 
cum monetary measures. 
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Inflation in the Immediate Post War Period (August 1945 
to November 1951) 

The partially suppressed inflation of the war period made a jerky 
outburst in the immediate post war period under the impact of pent- 
up demand. During the war period there was some amount of volun¬ 
tary abstinence on the part of the people but once the war ended they 
were eager to consume more consumption goods. This outburst of 
demand for consumer goods could not be immediately met in the post 
war period because adequate replacement and modernisation of plants 
and equipments were not undertaken by the manufacturers during the 
war period. In other words, the immediate post war period was charac¬ 
terised by an increase in the community’s propensity to consume with¬ 
out an appreciable increase in the volume of new productive investment. 
This discrepancy between consumption and production was made more 
serious by further expansion of paper currency during the immediate 
post war period. Both the Central and Provincial governments continued 
to spend beyond their revenue receipts and incurred deficit budgets 
mostly on capital account. Therefore, the post war inflation resulted 
from a serious maladjustment between consumption, production and money 
supply. Consumption was boosted \mder the impact of pent-up demand; 
production fell due to heavy wartime depreciation of plant and machi¬ 
nery and due to labour unrest; while money supply increased by more 
than Rs. 500 crores between 1945-50. 

The government, however, revised wages and increased dearness 
allowances which made the situation more awkward. This is because 
wage revision dming a period of “controlled” or “suppressed” inflation 
adds new momentum to the existing inflationary spiral as a result of 
which the “suppressed” inflation transforms into a jerky type of “quasi¬ 
open” inflation. 

Indian inflation, as we have noted before, should be viewed as a, 
“suppressed” type of semi-inflation because since 1943 the govern¬ 
ment, by introducing price control and rationing, endeavoured to par¬ 
tially suppress the inflationary effects. Not only wage revision and 
increase in dearness allowance paved the way for a jerky type or‘quasi- 
open” inflation but in December 1947, the National Government’s 
hasty decision to decontrol food grains and sugar was almost converting 
the .suppressed type of inflation into an open type. With the decontrol 
of cloth in January 1948, some basic characteristics of open inflation 
were visible in the Indian economy. The Economic Adviser’s general 
index shot up from 302 in November 1947 to 390 in July 1948. This 
steep price rise belonged to the category of “quasi-open” inflation 
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because, instead of suppressing inflationary forces by means of anti- 
inflationary measures, the government with its decontrol policy, at least 
for a brief period, allowed the price level to take its own course. 

The government reimposed cloth control in July 1948 and food 
control in October 1948, and aimounced a comprehensive anti-infla¬ 
tionary programme. Under this programme measures were taken (i) 
for reducing budget deflcits; (ii) for limiting dividends payable by pub¬ 
lic companies; (iii) for introducing higher import duty on luxuries; 
(iv) for intensifying small savings campaign; (v) for postponing the 
refund of Excess Profit Tax deposits; (vi) for stimulating industrial 
production by means of tax concessions and depreciation allowances 
and (vii) for achieving self-sufficiency in foodgrains. With the imple¬ 
mentation of this anti-inflationary programme by the government, not 
only further price rise was arrested but the general index came down 
from 390 in July 1948 to 370 in March 1949. In other words, the 
jerky type of “quasi-open” inflation, which we experienced between 
December 1947 and July 1948, was again transformed into a sup¬ 
pressed inflation after October 1948 because of the adoption of an 
anti-inflationary programme by the government. After the devaluation 
of the rupee in September 1949, the government, anticipating a fresh 
dose of inflation, promptly announced an eight point anti-inflationary 
programme. The highlights of this programme were (i) reduction in 
the prices of food grains, cloth, iron, steel and coal; (ii) suppression 
of speculative and forward dealings in important commodities; (iii) 
curtailment of government expenditure and (iv) introduction of a com¬ 
pulsory savings scheme for government employees. These measures 
had the immediate effect of actually lowering the price index but this 
improvement was short-lived because of the repercussions of the Korean 
war on the Indian economy. 

The Korean War was regarded as a prelude to the Third World 
War and, therefore, it greatly increased the propensity for hoarding 
goods. Accumulation of stocks naturally intensified the shortage in 
supply and added new strength to the inflationary forces. In fact, the 
period from September 1949 to April 1951, witnessed an almost con¬ 
tinuous rise in prices. The general level of prices reached its peak on 
April 14, 1951. In little over 19 months (September 1949 to April 1951) 
the general level of prices rose by 19.4 per cent. To curb this nascent 
inflation, the government tightened the anti-inflationary measures and 
in November 1951, raised the bank rate from 3 per cent to 3^ per cent 
with the purpose of dampening hoarding propensities by increasing 
the cost of borrowing. 
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The Price Level During die Five Year Plans 

Though the Final Report of the Planning Commission was pre¬ 
sented to the nation in December 1952, the First Plan had started 
operating from 1st April, 1951. During the first year of the First Plan 
there was a precipitous decline in the price level. This decline of prices 
(between April 15, 1951 to March 15, 1952) was of the order of 21 
per cent. The steep decline in prices ushered in a short period of reces¬ 
sion. The stringent monetary policy of the Reserve Bank announced 
in November 1951 (when the Bank rate was raised from 3 to 3| per 
cent), and a world-wide tendency for decumulation of stocks (because 
of immediate possibilities of termination of hostilities in Korea) had 
their effects on the Indian economy. By February-March 1952, the 
markets in India were flooded with stocks of goods, which were previ¬ 
ously hoarded and panicky conditions prevailed among the dealers, 
wholesalers and manufacturers. The government, however, took steps 
for stabilising the price level and for stemming the recessionary tendencies. 

The measures included abolition or reduction of export duties 
(export duties on raw wool and oil-seeds were abolished and those on 
jute goods and raw cotton appreciably reduced); export controls on 
jute goods and cotton textiles were greatly relaxed and domestic con¬ 
trols over several categories of goods were liberalised. As a result of 
this, the general price index was stabilised at 389 in September 1952 
and only two months after this, the modest First Five Year Plan with 
its “stability approach” was annoimced to the nation. There was a 
recovery in prices from the third week of March 1952 and by the middle 
of August 1953 (i.e., in a period of about 17 months), the general price 
level rose by 12.8 per cent. 

During the First Plan period, due to favourable monsoons and 
other dimatic factors, agricultural production exceeded the target. Con¬ 
sequently, between Septonber 1953 and June 1955 there was a sharp 
fall in agricultural prices. Industrial production also steadily increased 
during the First Plan period though the achievement was not as remark¬ 
able as in the case of agriculture. The net result was that by May-June, 
1955 the general level of prices, after a second down turn, finally touched 
the bottom. The general index number of wholesale prices (base: August 
1939=100) stood at 342 in May 1955. In fact, between September 
1953 and lime 1955 the general level of prices declined by about 15.5 
per cent. A period of continuous rise in prices began from the third week 
of June 1955, i.e., from a time when hardly nine months were left for 
the completion of the First Five Year Plan. The situation changed 
abruptly during the dosing stages of the First Plan because it was during 
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the final year that expenditure on the Plan greatly exceeded available 
investment resources so that deficit financing during the year jumped 
to Rs. 170 crores. There were also a few crop failures due to irregular 
monsoon. 

The inflationary rise in prices, which began in the last year of the 
First Five Year Plan, has continued ever since with insignificant dips 
occurring just after the harvesting of major agricultural crops. The 
general index of wholesale prices, with 1952-53 as base, has increased 
from 99 in 1955-56 to 105 in 1956-57, 106 in 1057-58, 108 in 1058-59 
and to 114 in May 1959. In consequence the cost of living of the common 
man has terribly increased. Although no indices are available for the 
peoples’ cost of living, the consumer price index for working class may 
serve as a rough indicator. The consumer price index, with 1949 as base, 
has increased from 96 in 1955-56 to 107 in 1956-57, 112 in 1957-58, 
116 in 1958-59 and to 118 in May 1959. This certainly gives some rough 
idea of the deteriorating price situation. As a matter of fact, the rise in 
the prices of foodstuffs and other consumer goods, on which most 
of the common man’s income is spent, has been much greater than the 
official indices show. 

Thus the nascent inflation, which became evident during the dosing 
stages of the First Plan, has gained further momentum during the first 
three years of the Second Pian, and keeps growing with the progress of 
the Plan. In fact, during the first two years’ operation of the Second Plan, 
total investment in the public sector stood at Rs. 1,600 crores, no less 
than a third of this tlirough inflationary deficit financing. Between May 
1955 and September 1957, the total money supply in our growing eco¬ 
nomy expanded by 13 per cent. Such data as are available of industrial 
and agricultural production do not show that output increased in the 
same ratio as the supply of money. The effect of money supply thus 
outpacing output is reflected in the fact that the price level rose by 27.4 
per cent from May 1955 to September 1957. 

With an enormous increase in money supply and bank credit, an 
acute foreign exchange bottleneck and a decline in the production of 
consumer goods (specially food grains), we experienced a steep price 
rise during the first three years of the Second Plan which is likely to 
acquire more strength in the coming years as a result of intensification 
of investment activities in conjunction with a policy of deficit financing. 
The available economic indicators distinctly show that the nascent 
inflation has already acquired an appreciable momentum and, in the 
face of continuously rising prices of agricultural and other essential 
commodities, it will be difScult to stem the strong inflationary forces 
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with the ordinary type of anti-inflationary gadgets. Further taxation 
and raising of the bank rate are not enough. Selective cum qualitative 
credit controls can provide only temporary remedies. The real solution 
lies in intensifying production and increasing productivity. As has been 
well remarked by Alan Day, “the best way to deal with inflation is to 
make sure that the country’s capacity to produce keeps on growing 
as fast as possible.” 

With this nascent inflation, gaining strength from day to day, many 
of us now realise that it would have been much better if our bold Second 
Five Year Plan had a minimum variant, consisting of less ambitious 
targets for investment, side by side with a maximum variant containing 
bolder investment-goals. The minimum variant, being sort of a con¬ 
tinuation of the First Five Year Plan, should have put a relatively greater 
emphasis on factory-produced consumption goods, investment of quick- 
yielding character and foodgrains production. While the maximum 
variant should have contained heavy industries and ambitious capital 
projects with longer gestation period. In other words, the more ambi¬ 
tious maximum variant of the Plan could have constituted additions 
to the modest and more practical targets of the minimum variant and 
could have been resorted to if circumstances permitted. The Russians 
adopted this sort of strategy in their First Five Year Plan—the minimum 
targets, announced in the minimum variant, were first achieved and 
then vigorous attempts were made to fulfil the more ambitious targets 
included in the maximum variant of the Plan. 
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APPENDIX TO PART VII 


A. Tables Showing Money, Banking and Price Trends 


Table 7.1 

Selected Money^ Banking and Price Indicators 


Item 

UnitIBase 


1958 


1959 


ago^ Dec. 

Feb. 

April 

May 

A. CURRENCY AND BANKING 

1. Money supply 

0,000,000 Rs. 

2,393 

2,350 

2,437 

2,579 

2,536 

2. Notes in circulation 

„ Rs. 

1,588 

1,589 

1,655 

1,751 

1,739 

3. Rupee securities held by 
R.B.I. 

„ Rs. 

1,408 

1,462 

1,513 

1,627 

1,634 

4. Foreign exchange reserves 

„ Rs. 

396 

344 

371 

364 

360 

5. Central Govt, balances with 
R.B.l. 

„ Rs. 

59 

56 

57 

54 

72 

6. Demand liabilities- 

,. Rs. 

746 

718 

730 

111 

747 

7. l ime liabilities* 

„ Rs. 

793 

909 

921 

962 

1,013 

8. Cash and balances with 
R.B.l.* 

„ Rs. 

113 

119 

114 

133 

113 

9. Advances and bills purchas¬ 
ed and discounted® 

Rs. 

924 

866 

959 

1,020 

1,012 

10. Advances from R.B.l. to 
Scheduled and State Co¬ 
operative banks 

s, Rs. 

49 

84 

75 

52 

67 

11. Cheque clearances (All 
centres) 

„ Rs. 

791 

887 

828 

923 

849 

B. PRICES 

12. Wholesale .. 

1952-53 = 100 

108.2 

111.4 

113.3 

111.9 

114.0 

13. Consumer price (All India) 

1949 =100 

111 

119 

118 

117 


14. Security prices— 

(a) Govt. & semi-Govt. ., 

1952-53=100 

98.9 

100.5 

100.7 

100.7 

100.7 

(b) Debentures 

„ 

99.0 

lOl.O 

101.5 

101.7 

101.8 

(c) Preference shares 

>> 

85.3 

88.0 

88.2 

91.0 

92.2 

id) Variable dividend 

5 » 

127.2 

137.7 

138.5 

149.0 

150,8 

15. Gold (spot) .. .. 1 

fRs. per tola 

111.82 113.67117.67122.17121.77 

[1954=100 

127 

129 

134 

139 

139 

16. Silver (spot) .. .. I 

fRs. per 100 
tolas 

190.88 192.36194.70201.11196.61 

1 

[1954=100 

120 

121 

122 

126 

124 


7V<?/£r:—Figures for all the items relate to the month except those of item 4 which 
relate to end of period and those of items 1 to 3 and 5 to 9 which relate to last Friday, 

1 Figures in this column relate to that month in the previous year corresponding to 
the latest month for which data are presented. * Relating to Scheduled banks. 

Source: Adapted from tables appearing in the Reserve Bank of India Bulletins 
(May 1958---June 1959). 
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Table 7.2 


Wholesale Price Trends {Annual and Monthly Index Numbers) 
{Base: Year ended August 1939== 100) 


Average of 
Weeks 

General 

Index 

(100) 

Food 

Articles 

(31) 

Industrial 

Raw 

Materials 

(18) 

Semi- 

Manu¬ 

factures 

(17) 

Manu¬ 

factured 

Articles 

(30) 

Miscel¬ 

laneous 

(4) 

1951-52 

434.6 

398.6 

591.9 

374.4 

401.5 

721.6 

1952-53 

380.6 

357.8 

436.9 

343.8 

371.2 

614.1 

1953-54 

397.5 

384.4 

467.7 

359.2 

367.4 

686.6 

1954-55 

371.5 

339.8 

436.2 

350.3 

377.4 

612.4 

1955-56 

360.4 

313.2 

419.8 

338.2 

372.9 

546.4 

1956-57 

414.0 

388.5 

501.9 

402.3 

384.6 

559.3 

June 1955 

342.5 

281.8 

390.4 

329.7 

370.0 

567.4 

September 1955 

353.2 

313.0 

396.1 

324.8 

368.8 

556.0 

December 1955 

368.4 

323.7 

438.3 

346.6 

373.0 

544.2 

March 1956 .. 

387.4 

351.6 

475.6 

369.8 

374.9 

508.1 

June 1956 

397.9 

366.2 

479.4 

391.8 

377.6 

518.6 

September 1956 

419.8 

393.1 

507.0 

408.3 

391.4 

567.1 

December 1956 

428.8 

413.9 

517.1 

417.5 

386.9 

590.3 

March 1957 .. 

421.3 

402.7 

518.1 

403.3 

384.1 

569,6 

March 1958 .. 

415.2 

402.8 

485.1 

400.1 

390.2 

521.4 


Note: —Figures in brackets refer to weightage. 

Source: Compiled from the data published by the Office of the Economic 
Adviser to the Government of India. 


Table 7.3 


Consumer Price Index Numbers for Working Classes—a Comparative Study 
{Base: 1949=100) 


Year 



India 

UK. 

U.S.A. 

Canada 

Australia 

1950-51 



101 

103 

101 

103 

no 

1951-52 



105 

113 

109 

114 

134 

1952-53 



103 

122 

111 

116 

156 

1953-54 



106 

126 

112 

115 

163 

1954-55 



101 

129 

113 

116 

164 

1955-56 



96 

135 

112 

116 

— 

1956-57 



107 

129 

108 

115 

166 

1957-58 



112 

131 

111 

116 

— 


Source: The Indian Labour Gazette. 
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Table 7.4 

Recent Monetary and Price Trends 


Prices 


Quarter ending 


Currency Deposit Money 
with public with public with public 
{Rs.crores) {Rsxrores) 

Whole’ 
Sale {Base: 
Aug, ’39 
= 100) 

Retail 

{Base: 

1949-100; 

March 1953 


1199.3 

585.3 

1784.6 

381.4 

104 

June ,, 


1188.0 

557.5 

1745.5 

395.9 

106 

Sept. 


1115.4 

550.1 

1665.5 

407.3 

111 

Dec. 


1166.4 

543.0 

1709.4 

391.2 

106 

March 1954 


1229.4 

564.6 

1794.0 

395.8 

101 

June „ 


1208.2 

577.9 

1786.1 

393.4 

102 

Sept. yy 


1173.5 

586.0 

1759.5 

382.7 

101 

Dec. „ 


1224.6 

607.6 

1832.2 

375.2 

99 

March 1955 


1311,8 

608.8 

1920.6 

359.8 

94 

June „ 


1343.7 

623.5 

1977.2 

342.5 

93 

Sept. 


1309.7 

644.0 

1953.7 

353.2 

96 

Dec. 


1385.9 

661.3 

2047.2 

368.4 

99 

March 1956 


1505.1 

679.2 

2184.3 

387.4 

100 

June „ 


1504.5 

684.6 

2189.3 

397.9 

106 

Sept. 


1435.9 

673.5 

2109.4 

419.8 

108 

Dec- 


1485.3 

693.3 

2178.6 

428.8 

109 

March 1957 


1556.5 

756.4 

2312.9 

421.3 

107 

June „ 


1562.9 

781.2 

2344.0 

429.1 

no 

Sept. 


1491.0 

742.8 

2233.8 

440.3 

113 

Dec. 


1526.2 

748.8 

2274.9 

427.6 

113 

March 1958 


1605.7 

781.9 

2387.6 

415.2 

no 


Source: Adapted from the tables appearing in Reserve Bank of India's Reports 
on Currency and Finance for the year 1956-57 and for the year 1957-58. 
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Table 7.5 

Reserve Bank of India: Issue Department {Annual and Monthly Statements) 

(Lakhs of Rupees) 


LIABILITIES ASSETS 


r~ ---^ ( ----- 

Notes in Notes Total Gold Foreign Rupee Rupee 

Circula- held in Liabilities Coin Securities Coin** Securities 
tion* the {Total and 

Banking Notes* Bullion^ 

Depart- issued) 

ment or Assets 

Average of 


Friday figures 

1 

2 

3 

4 

5 

6 

7 

1952-53 


1,114,84 

27,87 

1,142,72 

40.02 

564.40 

80,22 

458,08 

1953-54 


1,133,95 

23,03 

1,156,97 

40,02 

594.02 

92,83 

430,11 

1954-55 


1.196,19 

22,98 

1,219,18 

40,02 

648,81 

102,26 

428,09 

1955-56 


1,339,39 

17,08 

1,356,47 

40,02 

656,52 

106,87 

553,06 

1956-57 

•• 

1,475,77 

18,75 

1,494,52 

40,02 

117,76 

545,61 

115,93 

755,22 

1957-58 


1,529,36 

23,18 

1,552,53 

117,76 

329,65 

130,06 

975,06 

April 

1957 .. 

1,567.25 

11,86 

1,579,11 

117,76 

412,52 

126,41 

922,42 

August 


1,495,65 

30,71 

1,526,37 

117,76 

369,52 

131,21 

907,87 

December 

»» • • 

1,508,32 

14,69 

1,523,00 

117,76 

278,95 

132,76 

993,53 

January 

1958 .. 

1,533,77 

13,77 

1,547454 

117,76 

256,42 

131,41 

1,041,95 

February 

• • 

1,551,89 

18,01 

1369,90 

117,76 

245,54 

129,78 1,076,82 

March 

• • 

1,576,97 

11,44 

1,588,41 

117,76 

208,37 

128,35 1,133,93 


No/c:—Figures from October J951 are net of adjustments made in respect of 
India notes returned from circulation in Aden. 

♦Including Rs. 43 crores of India notes retired from circulation in Pakistan and 
awaiting cancellation. 

t Valued at the statutory rate of Rs, 21.24 per tola upto October 5, 1956 and 
at Rs. 62.50 per tola thereafter. 

••Including Government of India one rupee notes issued from July 1940. 
Source: Reserve Bank of India's Report on Currency and Finance (1957-58). 







Borrowings Under the Bill Market Scheme in Relation to Expansion of Bank Credit 

(Amount in crores of rupees) 

Year Total advances of all scheduled banks {inclusive of Outstanding borrowings Percentage 

{October bills purchased and discounted but exclusive of money under the scheme of increase 


APPENDIX TO PART VU 


X .5 JU ^ r—1 

|s§|'®e 


m VO r- 00 

VO n CM 

^ CM 

CM CM CM — 


3: c 

18S 

® ^ "tj ^ S 

liiiiii 


■'i* 00 »n 

»n » p VO 

On 1^ CM On 

— n CM m iTi 


g\ 

* O 


I '® 

t>5.§-S “S 

^ to ^ i C 

t:§‘S.g;S^ 1 

P 2 S ^ "3 fc 

is 2^ 


tllillUl. 

teilsa 


CM SO vn 
VO 


<B P 
XJi-IC 


ro CM Ov so On O 

«r> rn p "it p p Os 

ir> "t oc) 06 ON rn 

cn m »n m »r> so VO 


^ * CM fn cn 

pO"-"00fnTf 

2P Q 

^ VO ® CM ov vn 

■"t "t ^ »n r" 


_§ U .06 

i|2 

o ^ c 
Um • ra 

sM 

•S h| 


cn "it VO 

VO VO VO 

^ Os Ov 


VO VO 
VO VO VO 

Os Os Os 


I VO VO VO VO VO VO VO^ 

i Os Os Ov Os ^ Os Os 





PART VIII 

Trade, Exchange and Transport 

FOREIGN TRADE, FOREIGN 
Chapter 31 EXCHANGE AND THE STATE 
TRADING CORPORATION 

Historical Perspective 

With the opening of the Suez Canal in 1869, the modern period of 
India’s foreign trade was ushered in. Since then, the volume of India’s 
foreign trade slowly increased. From Rs. 90 crores in 1869, it steadily 
rose to Rs. 376 crores in 1913-14. During the First World War, the 
volume of foreign trade naturally declined. Immediately after the War, 
due to Japanese competition, India experienced an unfavourable balance 
of trade during the years 1920-22. Since 1923 Indian foreign trade again 
showed a rising trend and reached the peak figure of Rs. 604 crores 
in 1928-29. During the Great Depression of the thirties, there was a 
sharp fall in agricultural prices and India, being an exporter of agricul¬ 
tural raw materials, suffered much. During the Depression years, Indian 
exports considerably dwindled as a result of which the total volume 
of her foreign trade appreciably shrank. In 1933-34, the volume of 
Indian foreign trade again steadily increased mainly due to the general 
recovery of world trade. 

On the eve of the World War II, the composition of India's foreign 
trade distinctly showed the underdeveloped characteristics of our economy. 
Agricultural commodities and raw materials constituted the bulk of 
our exports. In fact in 1939, on the eve of the World War II, manu¬ 
factured articles accoimted for only 29 per cent of our total exports 
while 71 per cent were composed of industrial raw materials and agri¬ 
cultural commodities. The chief items of exports were raw cotton, raw 
jute, oil seeds, tea and hides and skins. 

The modem organised sector of the Indian economy which con¬ 
sisted of a few industries was unable to meet the demand for manufac- 
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tured goods put up by the whole economy. Therefore, Indian imports 
consisted mainly of manufactured goods of which the most important 
were the consumer goods like automobiles, textiles, leather goods, cycles, 
sewing machines, hardware, drugs and chemicals etc. In fact, on the 
eve of the Second World War about 64 per cent of India’s total imports 
consisted of manufactured articles specially consumer goods. 

The most distinct feature of India's foreign trade in the years pre¬ 
ceding the Second World War was the favourable balance of trade in 
respect of merchandise goods. An excess of visible exports over visible 
imports had to be maintained since India was compelled to pay the 
British Government “Home Charges” ranging from Rs. 30 to Rs. 50 
crores a year. It should also be noted that the major portion of our 
foreign trade was with U.K. For instance in 1938-39 imports from 
U.K., was about 32 per cent of our total imports whereas 45 per cent 
of our total exports went to U.K. 

India’s Foreign Trade During and After the Second World War 

(<?) Foreign Trade During World War II: Notable changes 
took place in the volume, composition and direction of our foreign 
trade during World War II. Though the total volume of trade was less 
during the war period than during the pre-war years, India’s foreign 
trade exhibited a marked tendency toward surplus balance during war¬ 
time. The favourable balance of trade increased from Rs. 80 crores in 
1941-42 to Rs. 84 crores in 1943-44. There was also some change in 
the direction of India's foreign trade. Trade with U.S.A., and British 
Commonwealth countries was maintained but foreign trade with enemy 
countries like Japan and Germany ceased. India also supplied manu¬ 
factured and semi-manufactured goods to the East African countries 
which formerly obtained their requirements from Germany, U.K. and 
Japan. 

As regards the composition of India’s foreign trade during the war, 
there was a marked rise in the volume of manufactured goods in relation 
to other types of exports. Jute manufactures headed the list of our ex¬ 
ports. The export of cotton piece-goods also considerably increased. 
The establishment of some industries in the modem organised sector 
of our economy and the working of the older industries at their full 
capacity for meeting abnormal war time demand for goods led to fuller 
utilization of raw materials. Consequently, the percentage of raw mate¬ 
rials in our total export moderately declined. 

(b) Foreign Trade Since The War: With the termination of 
hostilities, the Indian government decided to relax the import control 
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in order to meet the pent-up demand for consumer goods and arrears 
of replacement and repair of the industrial equipments of the country. 
It was also expected that the relaxation of import restrictions would 
flood the Indian market with foreign consumer goods as a result of 
which the post-war inflation would be checked. This trend towards liberal 
import policy continued from 1946 to 1948 which caused an appreciable 
increase in imports. By 1948-49, the total volume of imports went up 
to Rs. 642.17 crores while the total exports amounted to Rs. 458.72 
crores. Thus the import surplus was as large as Rs. 183.45 crores. 

This “big-bulge” between imports and exports was not only the 
result of government's liberal import policy but was also due to the 
impact of partition. Before partition, India used to export raw jute but 
after independence, raw jute completely faded out from the export 
picture and India became a net importer of this important raw material. 
Raw cotton also became an important import item. Faced with an 
acute food shortage we had also to import a large amount of foodgrains. 
Thus dming the period after independence and before the commence¬ 
ment of our First Five Year Plan (August 1947 to March 1951) India 
faced a paradoxical situation. In spite of being a predominantly agri¬ 
cultural country, an appreciable amount of her foreign exchange re¬ 
sources was utilized for the import of such primary requirements as 
wheat, rice, raw cotton and jute. Thus in the immediate post-partition 
period, India’s foreign trade policy was shaped by two sets of mutually 
opposite considerations. Imports of foodgrains and essential consumer 
goods were necessary for bridging the “food gap” and for neutralizing 
successive bouts of inflation. But India’s foreign exchange resources 
were limited due to decreased export earnings. The net result was that 
the government's Open General License Policy of August 1948, which 
substantially increased the import surplus, had to be scrapped in May 1949. 

The turning point came with the devaluation of the rupee in Sep¬ 
tember 1949 which gave a fillip to exports and curtailed imports. 
Effects of devaluation, together with the commodity boom and the 
huge stockpiling programme of the U.S.A. as a result of the Korean 
War, pushed our exports to hitherto unknown heights. But these were 
only temporary gains and most of the favourable factors disappeared 
by the beginning of 1951. In February 1951, the Government remodelled 
its foreign trade policy. Instead of encouraging exports, supplies were 
being conserved for meeting internal demand. The Government prohi¬ 
bited the export of such goods as non-ferrous metals and raw hides and 
imposed restrictions on the export of cotton textiles, raw cotton, oil 
and oil seeds. Export duties on jute manufactures and cotton textiles 
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were increased and new export duties were imposed on black pepper, 
raw wool etc. 

On 1st April, 1951, with inauguration of the First Five Year Plan, 
comprehensive developmental planning was for the first time introduced 
in India. The main principles of foreign trade policy xmderlying the 
First Plan were:— (a) to maintain a high level of exports and to import 
only those items of goods which were necessary in the national interest 
and for meeting the requirements of developmental planning and (b) 
to keep balance of payments deficit within the foreign exchange resources 
at the disposal of the country. 

The Planning Commission, while drafting the First Five Year 
Plan, envisaged that, over the entire five-year period, the foreign ex¬ 
change reserves would be drawn on for about Rs. 290 crores. Actually, 
however, the deficit in current trade balance was much smaller and 
only Rs. 121 crores was drawn upon, still leaving an exchange reserve 
of the substantial amount of Rs. 759 crores. The smaller deficit during 
the First Plan period was mainly due to the increase in agricultural 
output which made possible a large reduction in imports of food grains, 
cotton and jute. This general improvement in agricultural production, 
coupled with a low expenditure on imports of capital and manufactured 
goods, enabled the Union Government to follow an import policy based 
on the principle of ‘selective liberalisation'. During the First Plan period, 
therefore, the Indian import control policy vacillated between two ob¬ 
jectives—one connected with the requirements of price stability and 
the other with those of payments balance. The result was that the govern¬ 
ment towards the closing stages of the Plan allowed private importers to 
import those categories of consumer goods, the domestic production of 
which was unable to meet the total demand. 

The Second Plan was launched on the asstimption that merchan¬ 
dise imports would be of the order of Rs. 700 crores dtuing the first 
year of the Plan and Rs. 900 and Rs. 1,000 crores in the second and 
third years, thereafter declining a little to about Rs. 800 crores each 
year, taking the total for five years to Rs. 4,340 crores. On the other 
hand, export earnings were assumed to be only at the rate of Rs. 600 
crores for each year, making a total of Rs. 3,000 crores over the five- 
year period. Credit, amounting to Rs. 225 crores, was expected for the 
surplus of investments during the Plan period. Therefore it was envi¬ 
saged that the imbalance in foreign exchange reserves for the total Plan 
period would be Rs. 1,100 crores. What really turned the normally 
difficult situation into a crisis was a sharp increase in investment ex¬ 
penditure, during the first year of the Second Plan, in the face of a rela- 
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tively inelastic domestic productive system. In fact, the Second Plan’s 
foreign exchange crisis, accompanied by growing strains on the balance 
of payments, was the direct result of the co-existence of the export struc¬ 
ture of an as yet quasi-subsistence economy and the changing structure 
of imports of a developing economy. In this context, it is rather alarming 
to note that during 1956 imports went up to the level of Rs. 1010 crores, 
while exports were only Rs. 630 crores. 

In the face of this foreign exchange crisis, the government intro¬ 
duced from 1st July, 1957, a very rigid type of import restriction policy. 
The new import policy generally aimed at strict regulation of imports 
but all essential raw materials were allowed to be imported. It is inte¬ 
resting to note that the 1957 import policy still continues though slight 
modifications have been introduced here and there. The essence of this 
import policy may be summed up as follows; Foreign exchange will 
be allowed on the general principle that the “core” projects be carried 
through as well as the projects already nearing completion. At the same 
time, priority is to be given to what are at present called “maintenance” 
imports, i.e., imports of industrial raw materials and spares necessary 
to maintain the level of employment and output in the economy. The 
new policy also puts great emphasis on the export potential of certain 
industries. These industries are to be specially assisted by the govern¬ 
ment for expanding production and for selling their products abroad. 

But in spite of this rigid import restriction policy, the overall trade 
position further deteriorated during 1957. In course of 1957, imports 
pushed up to the level of Rs. 1217 crores, while exports declined to Rs. 
622 crores. Nevertheless, current account deficit during 1957, after 
taking credit for various official grants, stood at Rs. 452 crores. But 
after the strains of 1957, India’s balance of payments position showed 
unmistakable signs of improvement in 1958. The current account deficit, 
after taking credit for various official grants, narrowed down from Rs. 
452 crores in 1957 to Rs. 355 crores in 1958. The improvement was al¬ 
most wholly due to a significant cut in commercial imports as a result 
of the severe restrictive import policy adopted since mid 1957. 

The down trend in reserves, which had been almost continuous since 
April 1956, came to a halt towards the end of October 1958. From Novem¬ 
ber there was a gentle and continuous rise, which resulted in a small 
addition to the reserves in the last two months of the year. The level 
of reserves, which had declined by Rs. 118 crores from Rs. 448 crores 
at the end of December 1957 and to Rs. 330 crores at the end of October 
1958, recovered by Rs. 14 crores and stood at Rs. 344 crores at the 
end of December 1958. 
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The overall trade position in 1958, as compared with 1957, revealed 
that while aggregate imports dropped by as much as Rs. 172 crores 
and stood at Rs. 1045 crores, exports too declined by Rs. 57 crores 
and amounted to Rs. 565 crores. The performance of exports, consi¬ 
dering the various promotion measures taken during 1956-58, was far 
from satisfactory. The commodities mainly affected were jute goods 
and cotton textiles among manufactured articles, and manganese ore 
and vegetable oils among raw materials. The decline in export receipts 
during 1958 from jute goods and cotton manufactures together was as large 
as Rs. 40 crores and that from manganese ore was about Rs. 11 crores. 
Recessionary business conditions abroad, particularly in the U.S.A. and 
the U.K., continued to affect our exports of jute goods and manganese 
ore adversely, and although overseas business conditions began to pick 
up by the summer of 1958, our exports of these commodities failed to 
show any appreciable signs of recovery till the end of the year. In regard 
to cotton manufactures, the adverse effects of the recession were inten¬ 
sified by increased competition from other exporting countries, parti¬ 
cularly Japan and China. 

It is against the background of these facts and figures that one 
should analyse the subsequent export—^import policy measures of the 
Government. On 31st October, the Government annoimced the import 
policy for the six months—from October 1958 to March 1959. This 
import policy aimed at the continuance of rigorous restrictions on 
imports, but allowed a marginal increase in the import of industrial 
raw materials and spare parts. The new policy included two special 
schemes to reward the exporting rinits of the textile industry with greater 
facilities for the import of their individual requirements. Under the 
first scheme, each exporting textile mill and handloom co-operative 
were allowed a fixed percentage of its export earnings to import its re¬ 
quirements of dyes and chemicals. The second scheme enabled exporting 
mills to import machinery for “modernization and rehabilitation” 
provided they undertook to improve either the quality or quantum 
of their exports. Although raw cotton continued to be licensed, limited 
“direct” import of this crucial raw material was allowed to exporting 
mills as an additional incentive. This special and detailed attention to 
the textile industry was expected. The sizeable and continuing decline 
in India’s export earnings and its impact on the payments position, 
as we have seen, were largely due to the setback to textile exports, caused 
partly by the Japanese and Chinese tactics of underselling. 

On 1st April, 1959 the import policy for the period April—September 
was announced. As before, the essence of the policy was- to continue the 
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restrictions on imports but, at the same time, every effort was to be made 
to step up the level of exports by offering greater facilities to exporters. 
Under this import policy, licences are to be issued for the import of 
industrial raw materials for a comparatively longer period, nine to twelve 
months. This will enable large industrial units to plan their production 
and make purchases of raw materials in advance at economic prices. 
Barring this and a few other concessions, such as the import of copper 
and zinc by established importers and slight adjustments in the quotas 
of some commodities, the import policy for April—September (1959) 
is the same as the previous one. 

It should be emphasized here that import cuts, at best, constitute 
a partial solution to our balance of payments problem. More effective 
utilisation of the productive capacity of our industries is an urgent 
necessity. Maximisation of home production could be achieved by more 
than one means. Working additional shifts where possible, adding 
balancing and marginal equipments to the existing machinery so as 
to get the maximum out of the existing capacities, modernising the exis¬ 
ting equipment are some of the ways of achieving higher productivity. 

In a rapidly developing economy like ours the import pressure is 
likely to continue for a fairly long time. Therefore the Government should 
simultaneously slash imports, boost indigenous production and give consi¬ 
derable attention to export promotion problems. This is precisely what 
our Government is doing at present. Many positive measures have 
been adopted in recent months with a view to increasing our export 
earnings not only from our traditional exports but also by a greater 
diversification of our export trade and by capturing new markets for 
our new products. The setting up of Export Promotion Council for 
a good number of ouf major export commodities, the constitution of 
the Export Risks Insurance Corporation to provide protection to exporters 
against risks arising in export trade, the setting up of a Foreign Trade 
Board to co-ordinate export promotion policies, the decision to bring 
export bills within the purview of the bill market scheme of the Reserve 
Bank of India, the sponsoring of industrial-cum-goodwill Missions to 
some of our prominent buyer countries are all indicative of the earnest¬ 
ness of Government in tackling this problem of vital importance to our 
national economy. 

It is, however, disappointing to note that India’s export earnings 
have more or less been stagnant in the neighbourhood of Rs. 600 crores 
per year during the last 3 years which fall much short of the modest 
target of Rs. 700 to Rs. 750 crores suggested by the Export Promotion 
Committee. When compared with other industrialised countries of the 
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world, the value of India’s exports as a percentage of national income 
appears to be extremely low. As against 19 per cent of the national 
income in the U.K., 21 per cent in West Germany and 12 per cent in 
Japan, the volume of India’s exports works out to a bare 6 per cent 
of the national income. 

In fact, now is the time when the main reconunendations of the 
Export Promotion Committee should be effectively implemented. Im¬ 
provement in quality of the supplied goods, better packing and greater 
propaganda in foreign countries should be undertaken along the lines 
suggested by this Committee. Intensive market research should be stimu¬ 
lated and enforced and the report of these researches be made available 
to the trade and industry. Some kind of quality control should be also 
devised for pre-examination of export goods at manufacturing stage 
to ensme confidence of foreign buyers. An Export Promotion Direc¬ 
torate should be set up to look into all these matters and to arrange 
for research on exports. 

Indian Commercial Policy and Trade Agreements (witii Special 
Reference to the G-A.T.T.) 

(a) Indian Commercial Policy upto the End of the Second 
World War: Upto 1923, India followed a policy of free trade which 
was the direct concomitant of the government's “laissez-faire” type 
of economic policy. With the introduction of the policy of discrimi¬ 
nating protection in 1923, free trade policy was naturally abandoned. 

During the Great Depression of the thirties, the total value and 
volume of India’s foreign trade were considerably reduced because 
of general slackening of world demand and a steep fall in the prices 
of agricultural commodities which constituted the most important items 
in our foreign trade list. U.K. during the great depression period in¬ 
troduced a special type of trade policy by which she attempted to ex¬ 
pand and develop trade with other British Empire cotmtries through 
a system known as Imperial Preference. For chalking out the Imperial 
Preference system an Imperial Economic Conference assembled at 
Ottawa (Canada) in 1932. 

In this conference, India with other Empire countries signed a 
trade agreement with U.K. which is known as the Ottawa Pact. Under 
this agreement India agreed to give per cent preference on certain 
classes of automobiles and 10 per cent on electrical appliances, wool¬ 
len goods, perfumes, spirits etc. which were imported from U.K. On 
her part, U.K. granted India a 10 per cent preference on several com¬ 
modities and allowed some others to enter free of duty. The Ottawa 
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Pact was drafted in a maimer which proved to be more advantageous 
for U.K., than for India. Preferences on British manufacUired goods 
were introduced in a manner which appreciably helped the recovery 
of the British export industries. The recovery of the export industries 
indirectly stimulated employment and production in other sectors of 
the British economy and enabled U.K. to rise from the depths of 
depression. 

Preferences granted to Indian goods did not, however, consider¬ 
ably boost the value of Indian exports because prices of agricultural 
commodities (which constituted the btilk of Indian exports) recovered 
after a considerable time-lag and all the items included in the prefer¬ 
ence list were not entirely those which were particularly advantageous 
for India. Thus under the cover of the Ottawa Agreement, Britain 
could effectively pursue a camouflaged type of “beggar my neighbour” 
policy with the satellite countries like India, Burma and Ceylon. Lion’s 
share of the advantages of the Ottawa Pact accrued to U.K. whereas 
India was exploited to the fullest extent. However, the British tea planters 
and the British jute magnates reaped high profits because of the ex¬ 
pansion of the export trade in tea and jute manufactures under the 
impact of the Ottawa Pact. 

The Ottawa Pact was vehemently criticised by the Indian public 
and academic personalities. Therefore, the Pact was terminated by the 
Indian Legislative Assembly in 1936. But the Viceroy renewed it by 
his special powers and the Pact continued till 1939 when the Indo- 
British Trade Agreement was signed. The 1939 Agreement was merely 
an eyewash and did not basically remove the main defects of the Ottawa 
Pact. Under this new Agreement, India granted per cent to 10 per 
cent preference on twenty items imported from U.K. and U.K., on 
her side, gave preference to certain types of Indian goods and allowed 
free entry to a few others. 

During the Second World War period strict control over both 
exports and imports was introduced and the Indian Commercial Policy 
was geared to the emergency requirements of the war period. Trade 
with enemy countries was strictly prohibited and that with neutral and 
allied coimtries was also subject to several restrictions. 

(b) Indian Commercial Policy After Independence:— After 
independence, with the object of finding new markets and developing 
new lines in export trade, India signed a number of trade agreements 
with countries which are outside the British Commonwealth. Since 
the commencement of developmental planning, India has concluded 
trade agreements with China, U.S.S.R., Poland, Czechoslovakia, Hungary, 
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Italy, Norway and other countries of Eiu-ope. After the signing of the 
trade agreement between India and China in October 1954, there has 
been a steep rise in the volume of Indo-Chinese trade. During the First 
Five Year Plan a number of bilateral trade agreements were made with 
countries which were keen on buying Indian tea, jute manufactures, 
handloom and cottage industry products and were ready to give in 
return capital goods and raw materials which India required for the 
sriccessful execution of her developmental programmes. 

Though India had signed in the past a number of bilateral trade 
agreements, she being one of the original members of the General 
Agreement on Tariffs and Trade (G.A.T.T.), strongly believes in the 
principles of multi-lateral trade and payments. It is interesting to note 
here that 23 nations including India met at Geneva in 1947 and drew 
up the General Agreement on Tariffs and Trade (G.A.T.T.) with an 
aim to reduce tariffs. Under the G.A.T.T., India has received significant 
tariff concessions front several countries in return for equivalent concessions 
extended by her. About 50 per cent of India’s exports to G.A.T.T. countries 
are covered by tariff concessions which India obtained imder G.A.T.T. 

As an underdeveloped country, bent on rapid economic develop¬ 
ment by means of centralised economic planning, India is likely to 
reap a good deal of advantages under the G.A.T.T. The ninth Review 
Session of the G.A.T.T. held in Geneva in 1955 agreed that under¬ 
developed coimtries, endeavouring to implement programmes of eco¬ 
nomic development, were entitled to valuable additional concessions 
by way of permission to impose qiiantitative restrictions on imports 
so as to build up adequate foreign exchange reserves for the fulfilment 
of their programmes of economic development. In the twelfth Session 
of the G.A.T.T. at Geneva in 1958 it was generally recognised that the 
new tariff policy of the industrialized countries under the European 
Common Market scheme would greatly damage the export trade of 
underdeveloped and agricultural countries. Therefore it was suggested 
that underdeveloped countries, exporting tea, coffee, tobacco and sugar, 
should make joint representations to the importing countries for tariff 
reduction. Already, tea exporting countries have jointly requested import¬ 
ing countries that tariffs should be lowered. If this move becomes suc¬ 
cessful, India as a tea exporting country would considerably benefit. 
Thus, India is expected to derive double benefits—tariff concessions by 
mature G.A.T.T. member countries would step up Indian exports but, 
at the same time, India would be permitted to piusue a policy of quan¬ 
titative import restrictions to preserve her slender foreign exchange 
reserves. 
g: IB— 31 
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Closely connected with the G-ATT. is the question of Imperial 
Preferences. The Imperial Preference system still continues but it is 
being used by our national government in such a manner that it is 
distinctly advantageous to our developmental programme. As we have 
already seen, the Imperial Preference system immensely benefits an 
industrial country and is detrimental to a primary producing country. 
That is why in the past almost all advantages of the Imperial Pre¬ 
ferences accrued to U.K. But since the commencement of our Five 
Year Plans, India is being transformed into an industrial coimtry which 
will gradually enable our national government to shift the balance of 
advantage of Imperial Preferences to our favour. But it is most likely 
that being a member of G.A.T.T. India will have to embrace ultimately 
a policy of multi-Jateral trade and to give up discriminatory trade prac¬ 
tices involved in the concept of Imperial Preferences. 

The Second Plan and the Foreign Exchange Crisis 

During the First Five Year Plan period foreign exchange did not 
present any stiff problem. The first year of the First Plan experienced 
imusually heavy export earnings due to the impact of the Korean 
boom. Initial difficulties during the first three years were responsible 
for the slow momentum of the First Plan and the delay in setting up 
of iron and steel plants and a few other heavy industries. The result 
was that investment did not take place as fast as it was contemplated 
and we were unable to use up the foreign balances which we acquired 
—even Sterling, released from our blocked account, was not fully uti¬ 
lized. In April 1951, at the time of the launching of the First Plan, it 
was expected that over the entire period of the Plan about Rs. 290 
crores worth of foreign exchange would be required. But due to a sub¬ 
stantial increase in agricultural output, the slow tempo of developmental 
expenditure and the maintenance of controls over non-essential imports, 
the actual deficit in current trade balance was much smaller and only 
Rs. 121 crores worth of foreign exchange was drawn upon, still leaving 
an exchange reserve of the substantial amount of Rs. 759 crores. 

The Second Plan was a product of “excessive exuberance." With 
its emphasis on heavy industries, it was evident that the successful 
execution of the Plan would require heavy imports of capital goods. 
It was also assumed at the time of drafting of the Plan that, until the 
development projects materialised and a strong capital base was crea¬ 
ted, it would not be possible to boost up exports to any considerable 
extent. Therefore, in the Second Five Year Plan it was estimated that 
there would be an import surplus of the order of Rs. 1,375 crores in 
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the five year period of which Rs. 255 crores were expected to be met 
from invisible items (excluding official donations), leaving a deficit 
on current account of about Rs. 1,100 crores. Withdrawals from Ster¬ 
ling reserves during the Second Plan period were put at Rs. 200 crores 
and about Rs. 100 crores were expected from private investment. Thus 
the foreign exchange deficit or the gap in resources was taken to be 
Rs. 800 crores [Rs. 1,100 crores—(Rs. 200+Rs. 100)]. 

During 1956-57, the stepping up of capital goods import without 
a corresponding rise in the volume of exports produced an adverse 
balance of trade. In 1956-57, imports went up to the level of Rs, 1,077 
crores, while exports were only Rs, 637 crores. Necessarily, the current 
account deficit had inevitably to be bridged by means of withdrawals 
from our foreign exchange reserves. The position slowly deteriorated 
and the magnitude of the strain on the balance of payments aggrava¬ 
ted at a terrific speed. The result was that during the first 18 months 
of the Second Plan (i,e,, from April 1956 to September 1957) there 
was an actual decline of Rs. 396 crores in the foreign assets of the Reserve 
Bank; in the absence of Rs. 95 crores short-term assistance from the 
International Monetary Fund, the figure would have been Rs. 491 
crores, or nearly 2| times the total planned draft of Rs. 200 crores on 
these assets during the entire Second Plan period. In fact, it was also 
observed that the rate of depletion of foreign exchange, which was of 
the order of Rs. 15 to 20 crores during 1956, jumped up to an average 
of between Rs. 40 and Rs. 45 crores during 1957. 

In the face of this severe landslide in the depletion of India's foreign 
exchange reserves, it is necessary to analyse the factors responsible for 
the crisis. The fundamental reason for this rapid decline in foreign ex¬ 
change reserve is to be found in the too ambitious nature of the Plan. 
The rate of investment projected in the Plan was extraordinarily high; 
consequently during the first year of the Second Plan, capital goods 
import had to be accelerated. Taking Reserve Bank of India's statistics 
into consideration, it can be shown that while during the last year of 
the First Plan, the imports of capital goods took place at an annual 
Tate of Rs. 61.9 crores, it increased to about Rs. 129.9 crores during 
the first year of the Second Plan. Moreover, during the first year of 
the Second Plan the foreign costs of the imported investment goods 
were between 10 to 15 per cent higher than those of the First Plan period 
due to the Suez Crisis and generally rising inflationary trends abroad. 
On top of this, the private sector, anticipating a foreign exchange crisis 
during the closing stages of the Second Plan, made an all-out attempt 
to build up their imports ahead of the schedule during the initial stages 
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of the Plan. Moreover, it will not perhaps be wrong to visualise that, 
in the absence of an effective governmental set up for adequate screen¬ 
ing, a large proportion of the iron and steel, imported by private enter¬ 
prise, might have gone for the construction of flats, apartments and 
office buildings. It is also quite possible that some imports of machinery 
by the private sector during the first year of the Plan were in the nature 
of airconditioning and refrigerating plants. Thus, the primary cause of 
the foreign exchange crisis arises from a heavy volume of developmental 
imports which were necessary both by the private and the public sectors 
for their expansion and development programmes during the Second 
Plan period. Capital goods constitute the main item of our develop¬ 
mental imports and have so far produced an unusually heavy drain on 
our foreign exchange reserve. 

An equally important explanatory factor appears to be the sudden 
increase in imports of food grains. Food production in India, despite 
the several improvements in irrigational facilities, is still very much 
at the mercy of the monsoons. A fall of S per cent in the production 
of food, such as occurred during 1957-58, means a shortfall of about 
3 million tons which, in turn, considerably increases our import bill 
and aggravates the foreign exchange crisis. To quote a few figures: the 
import bill in respect of food during 1951-52 was Rs. 228 crores, in 
1955-56 it was only Rs. 29 crores, just about Rs. 200 crores less. In 
1957-58 it rose again to Rs. 152 crores. Thus the level of food imports 
is not only a major factor of instability in our balance of payments but 
appears to be an important contributing factor to the foreign exchange crisis. 

A significant contribution was also made by rise in non-plan expert- 
ditures, e.g., increased defence appropriations for meeting the growing 
needs of the Air Force and the Navy. During the first two years of the 
Second Plan there was also a considerable amoimt of spUlover. Some 
of the projects connected with heavy industry and power development, 
which could not be introduced or completed during the First Plan 
period, were hurriedly undertaken during the initial stage of the Second 
Plan, thus adding to the foreign exchange burden of the current Plan. 
Moreover, a certain proportion of the enlarged imports during the 
first two years of the Plan was possibly due to auxiliary and ancillary 
investment taking place on the base layers of the economy for which 
it appears that no proper allowance was made at the time of the draft¬ 
ing of the Second Plan. During the planned process of rapid growth 
of the industrial sector, it is quite natural that smaller manufacturing 
and forging units will also expand and enlarge their capacity and add 
to the total import demand for machinery and material. 
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A secondary and less important cause of the foreign exchange crisis 
can be attributed to rising consumption demand within the economy which 
could not be met adequately by domestic production, relying mainly on 
cottage and village industries. A review of the Second Plan’s progress 
during the first three years of its operation distinctly shows that the 
production of handloom and khadi was below the average annual targets 
envisaged for them in the Second Plan. The performance of Ambar 
Charka, on which much reliance was placed when the Second Plan 
was drafted, was disappointing and this conclusively proves that village 
industries, in spite of heavy subsidies have found it extremely difficult 
to fulfil the planned targets for the production of consumption goods. 
For instance, during the first year of the Second Plan only 34.5 million 
sq. yards of cloth were produced from Ambar Charka yam as against 
the Second Plan's average annual target of 60 million sq. yards. Due 
to increase in the rate of urbanisation and the growth of population, 
consumption demand showed an appreciable rise during the initial 
years of operation of the Second Plan and is expected to gather addi¬ 
tional momentum during the remaining years of the Plan. As noted 
earlier, a substantial amount of food requirements had to be imported 
to meet the foodgrains shortage. Moreover, during the first six months 
of 1956-57 a large volume of non-essential imports managed to make 
their way in spite of elaborate licensing and controls set up by the govern¬ 
ment. Later on, however, government plugged most of the loopholes 
in the import control policy and rigidly tightened the restrictions on 
the import of finished goods. Thus it appears that a portion of the foreign 
exchange deficit resulted from a marked growth in domestic demand 
for consumption goods. 

To sum up, the Second Plan’s foreign exchange crisis resulted mainly 
from the high rate of developmental imports of which capital goods 
were most important. This crisis was aggravated by a rise in non-Plan 
expenditures, an increase in the imports of foodgrains and a swelling 
up of the demand for finished, essential consumption goods. 

Foreign Exchange Crisis, Government’s Action 
and Onr Suggestions 

Soon after the first year’s performance of the Second Plan, the 
Indian economy began to experience terrible strains and stresses. By 
July 1957 foreign exchange resources were almost at bedrock. In the 
beginning of August 1957 the amount of foreign securities in the Issue 
Department of the Reserve Bank of India dropped down to Rs. 375.52 
crores which prompted the Government to permit the Reserve Bank 
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of India to reduce, for six months, the statutory minimum currency 
reserve in foreign securities from Rs. 400 crores to Rs. 300 crores. 

With another big defeat on the food front soon after this, the 
growth-oriented Indian economy had to switch from grand strategy 
to niggling considerations of tactics for saving the situation as best 
as possible under the pressure of adverse circumstances. In the face 
of terrible strains in the economy leading fast to a topsy-turvy state 
of affairs it appeared that the Government was suffering from myopic 
vision, acting in a most haphazard manner and annoimcing a muddle 
of expedients only after the situation had considerably deteriorated. 

By an Ordinance, issued by the President on 31s/. October 1957, 
the Reserve Bank of India Act wy/.v amended overnight for introducing 
a drastic cut in foreign currency reserve. Under the new arrangement, 
the overall minimum reserve to be maintained by the Reserve Bank 
to back the currency is to be Rs. 200 crores, of which “not less than 
Rs. 115 crores” are to be in gold coins and bullion. Hitherto, under 
Clause 4 of the Reserve Bank Amendment Act of 1956, separate lower 
limits were provided for the reserve in foreign securities and that in 
gold. The Bank had to maintain in its Is.sue Department Rs. 115 crores 
in gold and Rs. 400 crores in foreign securities. The latter was redu¬ 
cible, under pressing circumstances, to Rs. 300 crores. The net effect 
of the Ordinance, therefore, is that while the provision about the gold 
reserve remains unaltered, the effective minimum limit for foreign secu¬ 
rities will in future be Rs. 85 crores. The Government could have taken 
this bold decision concerning the drastic reduction of reserves much 
earlier—perhaps in August 1957 when the Government gave permission 
to the Reserve Bank to reduce, for six months, the statutory minimum 
reserve in foreign securities from Rs. 400 crores to Rs. 300 crores. 

In the context of this “shaky” and “last moment decision" type of 
Government policy for cutting reserves the question necessarily arises 
whether it is judicious enough to use up almost the entire amount of 
our small excess reserve as an emergency fund for meeting pressing 
necessities, arising from adverse circumstances on the domestic front 
coupled witli an awkward balance of payments situation. That might 
somehow ease the situation for a few months but, in the absence of 
a big dose of foreign aid, the exchange crisis might re-emerge and threaten 
to narrow afresh the scope of the Plan. 

It should be remembered that a growth-oriented economy like 
that of India requires some amount of reserve, in the form of gold and 
foreign exchange, partly as a backing against expanded note issue but 
mainly as a reserve fund for developmental purposes. One of the funda- 



FOREIGN TRADE, EXCHANGE AND STATE TRADING 


487 


mental principles of developmental banking in a growth-oriented econo¬ 
my is concerned with the task of building up some sort of reserve which 
could be utilized for keeping the growth process on an even keel. Drastic 
and frequent changes in reserve rules, even for emergency purposes, 
not only unnerve confidence but produce a most unfavourable impact 
on the development process. • 

In the field of export-import the Government showed better fore¬ 
sight and greater alertness. Not only imports were drastically slashed 
but the export drive was renewed with fresh vigour. The government 
has already started to give up some portion of its revenues by scaling 
down export duties and cesses. Methods are also being devised for reduc¬ 
ing the transport and other intermediary charges so as to provide addi¬ 
tional incentives to exporters. 

In this connection it is important to note that the Export Promo¬ 
tion Committee urged a systematic reduction in prices, after which it 
listed quality, terms of delivery and salesmanship as “determinants 
of exportability”; it is worth emphasizing that it summarily rejected 
that dangerous piece of quackery, devaluation. We think that reduc¬ 
tion in transport costs and other steps, proposed by the Central govern¬ 
ment, cannot be fully effective unless they can be communicated to the 
nation as a whole. It is really unfortunate that, despite all exhortation, 
the country as a whole, including its administrations, has not become 
fully export-minded as yet. This, to some extent, accounts for the poor 
show on the export front. It should also be remembered that, in some 
cases, the products that could find a ready market abroad are also the 
products in short supply at home. In fact, under such circumstances, 
promotion of exports inevitably becomes a slow process and may get 
stuck up in the absence of public participation. 

In the context of the government's “hand-to-mouth” approach 
for wrestling with the painful dilemmas that have arisen as a result 
of a chronic foreign exchange shortage, it will be worthwhile suggesting 
a few remedies in broad outlines. Firstly, as regards merchandise im¬ 
ports. it would appear that the government should not only be satisfied 
by cutting down all imports for consumption purposes to the minimum 
but should also considerably reduce the imports of intermediate goods 
which are intended to be processed into consumer goods internally. 
But here also, in actual practice, there is little scope for so harsh a measure. 
Therefore sufficient foreign exchange would have to be provided by the 
government for the import of raw-materials and accessories so as to 
ensure that existing productive capacity does not remain unutilised 
for want of such materials. If India is anxious to boost up her exports 
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in a relatively short period, a part of her internal production would 
have to be compulsorily diverted from the internal to the external market. 
This would mean that commodities like oilseeds and edible oils, cotton, 
canned fish, meat, vegetables and fruits, power alcohol, shoes, etc., should 
specially qualify for export. 

Secondly, it should be realised that the still substantial foreign 
exchange gap cannot be bridged only through export promotion and 
a further cut in imports. Additional foreigti aid on a fairly large scale 
is evidently necessary. It should be emphasized that what India requires 
at present is not a loan for a three-month or a six-month period— 
there is no prospect of India turning the corner in the foreign exchange 
crisis in such a short time—but a loan or accommodation for a much 
longer period. Not only arrangements are to be made for obtaining 
a regular flow of a sizeable amount of long term foreign loans but also, 
as far as possible, special efforts are to be directed towards the reconver¬ 
sion of short into long-term obligations. Foreign aid is coming, but 
not as fast and in as large a measure as needed. 

In the meantime, a third course of action which, although difficult, 
may be attempted if the nation as a whole is prepared to consider the 
present foreign exchange situation as one of national emergency. Special 
efforts are to be made by the government for mopping up a portion of our 
domestic privately owned gold and silver hoards. Considerable amounts 
of gold and silver are lying idle in our temples, in our household chests 
in the form of ornaments or old gold coins and as gold bars in the lockers 
of the so-called Safe Deposit Vaults. In a recent bulletin of the Reserve 
Bank it has been estimated that India’s gold hoards roughly amount 
to Rs. 3,000 crores and silver hoards approximately come up to Rs. 
2,000 crores when valued at current market prices. It is well nigh impos¬ 
sible for our democratic government to take over compulsorily a sub¬ 
stantial portion of these gold hoards. But there is scope here for doing 
at least something. Ordinary people, temple chiefs, trustees and all 
others, possessing gold and silver, are to be persuaded to hand over 
to the government a portion of their gold hoards for a short period (say, 
ten or fifteen years) and in return they should be given gold and silver 
bonds which are repayable in gold and silver after a time-period. To 
cover the difference between the World's monetary price of gold and 
silver (world price of gold and silver is appreciably lower than the Indian 
market price) and the current price of tihese metals prevailing in Indian 
markets the government should issue a special type of high-yielding 
“gift" bonds, in addition to the ordinary gold and sflver bonds, to 
those who surrender their gold and silver hoards. The I.M.F. may be 
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persuaded to give consent to this extraordinary operation simply on 
the plea that the Indian economy is passing through a period of grave 
national emergency as a result of a severe foreign exchange situation. 
It appears to us that at the present moment, the immediate implemen¬ 
tation of the suggestion, for mobilizing India's gold and silver hoards, 
will help us to stop the slow erosion of the Plan and will give us “breath¬ 
ing time” before things are once again put into order. 

State Trading During Developmental Planning 

Ambitious type of developmental planning in India under the 
auspices of the Second Plan has compelled the government to make 
a frantic effort to find additional sources of revenue for the exchequer. 
It is commonly argued that in a period of inflation, during the process 
of developmental planning, state trading in commodities can be resorted 
to for augmenting government revenues. The proponents of state trad¬ 
ing also argue that state trading in commodities is superior to com¬ 
modity taxation when the aim is to cover up an expanding gap be¬ 
tween demand price for the commodity and the cost price of its plan¬ 
ned supply. Fiscal policy, based on changing tax rates, cannot be 
moulded as rapidly and as exactly as the change taking place in the 
gap. Due to this shortcoming of tax policy, private traders make ab¬ 
normal profits during a period of rising prices. 

State trading can easily bridge the gap between demand price and 
the cost price because the state is usually aware of the demand and 
supply situations and can suitably adjust the price of the products in 
w^h it trades so as to minimise the gap. Thus state trading in com¬ 
modities can serve as an effective concomitant of a bold type of deve¬ 
lopmental planning programme in a backward economy. Amidst an 
inflationary situation, the technique of state trading can be utilized for 
adjusting the supply price to the demand price and the profits so obtained 
may be spent for financing the developmental projects. 

Since independence, the government has attached a good deal of 
importance to the question of state trading in commodities. The sub¬ 
ject of state trading was examined by two Committees. The first Com¬ 
mittee, with Dr. P. S. Deshmukh as chairman, was appointed in 1949. 
This Committee recommended that the government might entrust its 
then trading activities in food grains and fertilizers to a statutory orga¬ 
nisation which should be called the State Trading Corporation. The 
Deshmukh Committee also suggested that the State Trading Corpo¬ 
ration might take over all the import and export operations of a com¬ 
mercial nature which were then handled by different departments of 
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the Central Government. It also recommended that the Corporation 
might, in addition, take up the import of East African cotton and ex¬ 
port of short-staple cotton and the products of cottage industries. The 
Committee was of the opinion that when the commodity in question 
was suitable for state trading, then only the possibility of raising revenue 
for the State should be considered as an additional ground for resorting 
to state trading. The Committee, however, pointed out that in the case 
of certain luxury articles, the prices of which generally remain high, 
state trading could be resorted to for the purpose of raising additional 
revenue. 

The second Committee, with Mr. S. V. Krishnamurthy Rao as 
chairman, examined the question of state trading during the second 
phase of the First Five Year Plan. It came to the conclusion that in 
view of the altered conditions in world market, it was not necessary 
for a State Trading Corporation to take over even import of food- 
grains, cotton and fertilizers. The Committee, however, recommended 
the setting up of a State Trading Corporation for the export of hand- 
loom cloth and the products of certain selected small-scale and cottage 
industries. Thus both the Committees were in favour of a limited sphere 
for state trading. 

The Taxation Enquiry Commission (1953-54) also probed into the 
question of state trading and came to the conclusion that no “spec¬ 
tacular results might be expected from state trading” which required 
“personnel with specialised experience of business.” The Commission 
was of the opinion that the then existing governmental machinery would 
not prove adequate for shouldering the burden of extensive state trad¬ 
ing in commodities. The Commission further observed that “the best 
time to extend state trading would be when prices are generally on the 
upgrade, the present, therefore, does not seem to be an opportune time 
for a wider incursion into this field.” 

During tlie initial years of the Second Five Year Plan, positive 
steps were taken by the government in the direction of state trading. 
The most important of these measures was the decision taken by the 
government in early 1959 to introduce state trading by stages in the 
sphere of wholesale trade in foodgrains. It was necessary because, once 
again, prices were on the upgrade and there was an urgent need for 
stabilising the economy. Almost simultaneously with the commencement 
of the Second Plan, the State Trading Corporation, an entirely State- 
owned organisation, was established. The authorized share capital of 
the Corporation, wholly subscribed by the govenunent of India, is Rs. 
10,000,000. The paid up capital was initially Rs. 500,000. It was raised 
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to Rs. 1,000,000 in October 1956, and to Rs. 10,000,000 in March 1957. 
Since its inception, in May 1956, the Corporation has been striving 
to increase India’s exports to countries with controlled economies in 
order to secure from them such items as steel, cement and industrial 
equipment without straining the country's foreign exchange reserves. 
The Corporation has already purchased at reasonably low prices such 
items as cement, soda ash, caustic soda, raw silk, fertilisers, gypsum, 
powder milk and newsprint. The quantum and timing of the imports 
have been so fixed as to avoid recurring disruption in supply and also 
to create and maintain conditions favourable for a larger production 
of these commodities in India. Among the goods for which exports 
have been arranged by the Corporation are mineral ores, raw jute, 
shoes, handicrafts, salt, tea, cofiee, and woollen goods. The Corporation’s 
business transactions, including contracts entered into with foreign 
countries since inception, amounts to about Rs. 126 crores (imports 
Rs. 52 crores and exports Rs. 74 crores). The Government entrusted 
to the Corporation in July 1956 the task of acquiring cement from Indian 
manufacturers, importing it from abroad, and distributing the commo¬ 
dity at an equalised price at all railheads in India. For this the Corpora¬ 
tion is given a service fee on the gross turnover. Following improved 
internal supply position the Corporation was authorised in 1958 to 
export two lakh tons of Indian cement. With eflcct from July 1957 the 
task of canalising all exports of iron ore from the country was also en¬ 
trusted to the Corporation. 

To sum up, the Corporation has succeeded in concluding large 
and valuable contracts. On the export side, vigorous eflbrts have been 
made to consolidate and organise the trade in mineral ores which have 
so far constituted the bulk of the export business of the Corporation. 
The Corporation has been .successful in developing new markets for 
Indian shoes, woollen fabrics and handicrafts. Economical arrange¬ 
ments have been made for the import of cement, raw silk, skimmed 
milk powder, caustic soda and soda ash. Apart from promoting trade 
with countries regulating their exports and imports through state-opera¬ 
ted organisations, the Corporation has built up business ties with trading 
bodies in cotmtries like Japan and U.S.A. 

In fact, the Stale Trading Corporation is now distinctly showing its 
mark in the field of export trade. Faced with a grave foreign exchange 
situation, India requires an effective integration of her export promo¬ 
tion and import restriction policies. Apart from export promotion and 
direct handling of export trade in selected commodities, the State Trading 
Corporation should play a more important role in the sphere of import 
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trade. Among imports, the Corporation should carefully handle those 
commodities which are to be absorbed in development projects of vital 
importance. This is because the supply of these commodities should 
be forthcoming promptly and with a degree of certainty which the 
private traders may not be able to ensure. It should be once again empha¬ 
sized that in the course of developmental planning with prices on the 
upgrade, as we are experiencing at present, effective state trading in 
commodities aims at fulfilling the twin objectives of providing more 
revenue to the government for development programmes and canalizing 
exports and imports for stabilisation purposes. This gives added impor¬ 
tance to the organisation, set up for state trading. 



Chapter 32 


INTERNAL TRADE AND 
TRANSPORT 


A Brief Survey of Internal Trade 

Our internal trade is much larger in volume than our foreign trade. 
But it is difficult to make an exact estimate of the volume and com¬ 
position of our internal trade due to lack of adequate and reliable 
statistics. Statistics of goods traffic, carried by the railways, and bank 
clearance serve as rough indicators because a considerable amount 
of goods are transported by means of bullock carts etc. It is interesting 
to note here the observation made before independence by the Sub- 
Committee of the National Planning Committee—“it would be safe 
to assume that our internal trade was not less than Rs. 7000 crores in 
1940 (foreign trade in 1940 amounted to Rs. 500 crores)”. Since inde¬ 
pendence and inauguration of developmental planning, internal trade 
has appreciably risen in volume due to increased economic activity. 

A distinguishing feature of our internal trade is that about 60 
per cent of it flows between the interior centres and the ports and the 
remaining 40 per cent is done in the interior. This heavy concentration 
of trade between the ports and the distant production centres is caused 
by the distribution of our railway system which was originally set up 
for connecting the port towns with the interior. Moreover, railway 
freight charges were specially framed with the purpose of stimulating 
trade between the ports and centres in the interior. This resulted in a 
lop-sided development—the port towns prospered as overcrowded 
centres of trade and commerce whereas the districts in the interior 
remained undeveloped and terribly suffered. Nevertheless, in course 
of our Five Year Plans, a balanced expansion of internal trade 
is taking place as a result of planned development of transport, commu¬ 
nication and banking. 

Indian Transport System and Developmental Planning 

An efficient and well developed network of transport and commu¬ 
nication is vital for the successful execution of a plan of economic deve¬ 
lopment, based on a programme of rapid industrialization. In the past, 
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dominant considerations in the development of transport and commu¬ 
nication in India were trade and administration; but since the conunence- 
ment of developmental planning, the transport system is being increas¬ 
ingly oriented to serve the requirements of rapid industrial growth. 

In the First Five Year Plan, the principal task in the field of trans¬ 
port was to rehabilitate, to the extent possible, the assets which during 
the Second World War period were subjected to unprecedented strain. 
The First Plan envisaged Rs. 557 crores for transport and communica¬ 
tion development. While the task of rehabilitation still remains to be 
completed, the Second Plan aims at substantial expansion of the coun¬ 
try's means of transport, specially railways. The amount allotted for 
transport and communication in the Second Plan is Rs. 1,385 crores 
or about 29 per cent of the total outlay in the public sector. 

Railway Transport 

Indian railways have made outstanding progress during the last 
100 years of their existence. The route mileage has increased from 20 
in 1853 to 34,889 in 1957-58. Indian railways, which made a modest 
beginning under private enterprise in April 1853, now represent a 
total capital investment of about Rs. 1,228 crores and are the largest 
national undertaking. Between 1950-51 and 1957-58, the volume of 
railway traffic increased from 91 million tons to 118 million tons, as 
against the actual demand for 120 million tons. 

Since 1853, railways have been constructed and maintained by 
different British Companies which had their minimmn profits guaran¬ 
teed by the government. In some parts of the country, the govern¬ 
ment also constructed and operated the railways. In 1921, the Acworth 
Committee recommended the gradual replacement of private enterprise 
by state enterprise in the field of railways. Nationalisation of railways 
started in 1925 and it took nearly 20 years to complete this process. By 
the end of 1944, the nationalisation of railways was completed. 

After independence, it was felt that a zonal regrouping was neces¬ 
sary for effective operation and co-ordination of the Indian railways. 
Zonal regrouping was expected to achieve economy and improvement 
in operation and uniformity in administration and financial control. 
The scheme of zonal regrouping was implemented in stages from April 
1951 to August 1955. The following ei^t zones were created: 

(i) The Southern Railway, comprising the former M.S.M., S.I. and 
the Mysore State Railways, with headquarters at Madras; 

(ii) The Western Railway, comprising the former B.B.C.I., the Saurash- 
tra, Kutch, Rajasthan and Jaipur Railways, with headquarters at Bombay; 
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(iii) The Central Railway, comprising the G.I.P., Nizam’s State, 
Scindia and Dholpur Railways, with headquarters at Bombay; 

(iv) The Northern Railway, comprising the E.P., Jodhpur and 
Bikaner Railways, and the three upper divisions of the E.I.R., with head¬ 
quarters at Delhi; 

(v) The Eastern Railway, comprising the East Indian Railway (minus 
the three upper divisions), with headquarters at Calcutta; 

(vi) The North Eastern Railway, comprising the O.T., a portion 
of Assam Railways, and the Fatehgarh traffic district of the B.B.C.I. 
Railway, with headquarters at Gorakhpur. 

(vii) The North East Frontier Railway, comprising a portion of 
Assam Railways and also a small portion of Oudh and Tirhut Railways, 
with headquarters at Pandu (Assam); 

(viii) The South Eastern Railway, comprising the Bengal Nagpur 
Railway, with headquarters at Calcutta. 

The regrouping of railways in the initial stages created some amount 
of dislocations and complications but, with the passage of lime, the diffi¬ 
culties disappeared and the economies of largescale management, result¬ 
ing from such regrouping, are gradually emerging and benefiting the Indian 
railway system. This regrouping has eliminated duplication of work, 
imparted considerable stability to railway finances and introduced uni¬ 
form railway rates and fares and same type of amenities to passengers 
throughout the country. 

The First Five Year Plan was preceded by more than a decade 
of severe strain on the railway system. The Plan naturally devoted mainly 
to the rehabilitation and modernisation of rolling stock and fixed assets. 
The Plan, however, aimed at orienting the Indian railway system to 
the needs of developmental planning in the spheres of agriculture and 
industry. Provision was also made in the Plan for better amenities for 
the travelling public and better housing and welfare schemes for the 
railway staff. These aims were pursued steadily throughout the First 
Plan period. 

Against the original allotment of Rs. 400 crores, including Rs. 
150 crores on account of current depreciation, the total expenditure 
on the railway progranwnes during the First Plan period amounted 
to about Rs. 432 crores. This increase in expenditure resulted from the 
stepping up of the rolling stock programme during the last three years 
of the Plan. 

In addition to rehabilitation and modernisation of railway assets, 
increases in the line capacity and rolling stock are to be thieved 
during the Second Plan period to meet the greater demand for railway 
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transport arising from increased production in various sectors of the 
economy. Railway targets have been chalked out in the Second Plan 
with a view to bring about as much synchronisation as possible with 
the targets adopted for agriculture, coal, mineral ores, iron and steel, 
cement, fertilizers, heavy and light machinery and consumer goods. 
The Second Plan has allotted Rs. 900 crores for railway development 
in addition to contributions to the Railway Depreciation Fund which 
are estimated to be about Rs. 225 crores. The railways are expected 
to provide Rs. 150 crores from their own revenues towards the planned 
outlay and it is proposed that the remaining Rs. 750 crores should be 
made available from the general revenue of the Central Government. 

With the completion of the first year’s programme of the Second 
Plan, it appeared that the railways would require more finance if they 
were to fulfil all the programmes envisaged in the Plan. In fact, the 
Railway Board prepared a revised estimate and demanded Rs. 1,480 
crores for the Second Plan’s railway development programme. The 
limitations of finance, however, necessitated the scope of developments 
to be compressed within a ceiling of Rs. 1,125 crores. In May 1958 
the Planning Commission made an appraisal of the financial resources 
and the likely industrial developments, which indicated that an addi¬ 
tional capacity for the movement of 54 million tons of freight traffic 
was needed by the end of the Second Plan, against 47 million tons pro¬ 
mised when the Plan was formulated, without exceeding the money 
allocation. This sets a fresh task—a difficult task indeed—and if it is 
not effectively performed, transport will prove to be the Achilles heel 
of the Plan and the development programmes in the various sectors 
of our growing economy will be seriously dislocated. 

Road Development and Road Transport 

Road transport plays a vital role during the process of develop¬ 
mental planning, aiming at rapid industrialization. Road transport 
enables industrial enterprises to utilize hitherto untapped sources of 
labour and significantly contributes to the mobilisation of all available 
resources. Adequate road transport enables remote rural areas to come 
out from their comparative isolation. Therefore, it is necessary to attach 
spedal importance to road transport in an underdevelop^ country 
like India, endeavouring to achieve accelerated economic growth by 
means of planning. In chalking out the development of our national 
road system, we should not only think in terms of construction of new 
roads and express highways but should make adequate provision for 
the maintenance and improvement of the existing roads. A properly 
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developed and maintained road system minimises the total expenditure 
on road transport and this is surely an advantage in a country like ours 
where lack of finance constitutes the main bottleneck in the way of a 
bold and ambitious type of developmental planning. The development 
of road transport has yet another important aspect. It is the only means 
of opening up the country and thus promoting that unity among the 
people which is essential for the overall success of our Five Year Plans. 

Against a total of about 200 million tons of long-distance traffic, 
the railways wanted originally to make provision for about 180 million 
tons by the end of the Second Plan period. But, as we have seen, the 
cost worked out to Rs. 1,480 crores which was not possible for the country 
to spare. In the allotment of Rs. 1,125 crores, which the Planning Commis¬ 
sion made in the original Plan and which has been retained in the re¬ 
vised Plan, the railways will be able to carry only about 162 million tons 
per annum by 1960-61 leaving a gap of about 40 million tons. In the 
revised allocation the Planning Commission has, once again, 4'ejected 
the railway’s further demand. Therefore, the only alternative seems 
to be to develop long-distance road transport to the extent of this gap 
and this certainly necessitates a properly developed road system. 

In India, the necessity for adequate road development as a pre¬ 
condition for economic progress was first recognised at the Chief 
Engineers’ Conference at Nagpur in 1943. The Nagpur Plan (i.e., the 
Plan for road development chalked out in 1943 at Nagpur Conference) 
classified roads into four broad categories: (i) national highways, 
(ii) state highways, (iii) major and minor district roads and (iv) village 
roads. The Plan envisaged a road programme for substantially improv¬ 
ing the condition of existing roads and for increasing their noileage. 
It suggested development of the four types of roads mentioned above 
on a planned and co-ordinated basis within ten years. 

The main objective of the Nagpur Plan was that no village situated 
in a developed agricultural area, should remain more than five miles 
from a main road and any other village, located elsewhere in the eco¬ 
nomy, should not be more than twenty miles from the road. The 
Nagpur Plan, in its essentials, was accepted by the Central and State 
governments. The Central Government assumed responsibilities from 
1st April, 1947 for national highways running into 13,400 miles and 
drew up a five year programme of road development involving an expen¬ 
diture of Rs. 120 crores for the construction and improvement of 80 
thousand miles of roads. 

The First Five Year Plan and also the Second Plan for road deve¬ 
lopment were primarily based on the Nagpur Plan. Our .achievements 
o:iB—32 
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imder the First Plan in the sphere of road development were mode* 
rately encouraging. At the beginning of the First Five Year Plan, India 
had 97,000 miles of metalled roads and about 147,000 miles of unme¬ 
talled roads. During the First Plan period about 10,000 miles of new 
surfaced roads and about 20,000 miles of low-type roads were added 
to India’s road system. 

The ambitious and the dynamic nature of the Second Flan calls 
for a tremendous response from the Indian transport system and our 
roads are destined to play a most significant role in meeting the nation's 
requirements. The total allotment for the Centre's and States’ road 
development programme during the Second Plan period amounts to 
about Rs. 246 crores in addition to Rs. 25 crores to be provided from 
the Central Road Fund. It is expected that with this programme of 
investment, the targets of 123,000 miles of hard surfaced roads and 
208,000 miles of low-type roads, proposed in the Nagpur Plan, would 
be practically reached by 1960-61. Under the Second Plan about Rs. 
55 crores will be spent on the development of the national highways. 
The national highway development programme during the Second 
Plan period aims at constructing about 1,200 miles of missing links 
and new diversions, including 614 miles on which work was started 
at the end of the First Plan. It is interesting to note here that in the 
first quarter of 1958 the government announced the formation of the 
Inter-State Transport Commission. This Commission is expected to 
co-ordinate and regulate inter-state road transport and eliminate obs¬ 
tacles to the development of road transport by persuading the interested 
parties to work out joint schemes. 

In the First Plan about Rs. 12 crores were provided for nationa¬ 
lised road transport programme in the States. Of this amount, about 
Rs. 10 crores were spent during the Plan period. In the Second Plan, 
a provision of Rs. 13.5 crores has been accepted and State govern¬ 
ments have been advised to set up corporations under the Road Trans¬ 
port Cojporation Act of 1950. On the advice of a Special Study Group 
on road transport development, the Planning Commission has decided 
that there should be further expansion of nationalised passenger trans¬ 
port services in different States but nationalisation of goods transport 
services should not be undertaken during the Second Plan period. 

Marine Transport (Shipping) 

In 1947 the Reconstruction Policy Sub-Committee had recommended 
a target of 2 million tons (G.R.T.) to be achieved by Indian shipping 
within 5 to 7 years but the present total is only 647,812 tons (G.i^T,) 
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In 1950, the Central Government accepted the policy of reservation 
of coastal trade for Indian marine and also assumed responsibilities 
for training personnel for the merchant navy. Apart from the Training 
Ship Duffeiin, a Nautical and Engineering College at Bombay and 
the Marine Engineering College at Calcutta were set up to train officers 
for the merchant navy. For stepping up the tonnage of Indian shipping, 
the Ship Building Yard at Vishakhapatnam was purchased from the 
Scindia Navigation Company in March 1952 and was transformed into 
the Hindusthan Shipyard Ltd. in which two-thirds of the capital is held 
by the Government. 

The new Merchant Shipping Act was enacted in 1958. This Act 
provides for the establishment of the National Shipping Board (to advise 
the Government) and a non-lapsable Shipping Development Fund. 
It was announced that the Fund would be made up of loans and grants 
from the Centre and would provide a perennial source of rupee hnance 
for shipping development. The National Shipping Board was inaugu¬ 
rated by the Prime Minister in April 1959. The Shipping Fund was 
also established in early 1959. 

At the beginning of the First Five Year Plan, India possessed 
shipping tonnage of 390,707 G.R.T. The target under the First Five 
Year Plan was to add 215,000 G.R.T. after allowing for obsolescence, 
to the extent of 60,000 G.R.T. This target was more or less achieved 
so that by the end of the First Plan period the shipping tonnage stood 
at 600,707 (Gross Registered Tons). In the Second Plan it is proposed 
that about 300,000 G.R.T. should be added to the total shipping tonnage 
after allowing for the obsolescence of 90,000 G.R.T. Thus, by the end 
of the Second Plan the total shipping tonnage is expected to be 900,000 
G.R.T. But, after taking into account the tonnage (122,000) for which 
orders have already been placed, India has still to acquire some 130,188 
G.R.T. to reach the Second Plan target (900,000 G.R.T.) Finance has 
been, as often, the limiting factor. Obviously the claims of shipping 
have had to be measured against those of several other developmental 
projects. 

In the First Plan, a sum of Rs. 19.5 crores was provided for ship¬ 
ping; this was later upgraded to Rs. 26.3 crores. However, the actual 
expenditure over the Plan period did not exceed Rs. 18 crores. A pro¬ 
vision of Rs. 45 crores has been made in the Second Plan for the deve¬ 
lopment of shipping but, since there is a carry-over of about Rs. 8 
crores from the First Plan, only about Rs. 37 crores would be required 
for the development and expansion programmes during the Second 
Plan period. It is interesting to note here that Japan has offered to assist 
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India in the construction of her second shipyard, which will be located 
at Emakulam (Cochin), by providing the necessary foreign exchange 
and technical skill. In view of Japan’s supremacy in the field of ship 
building and India’s foreign exchange crisis, it appears that the Japanese 
offer may be accepted by our government. It will, however, be some 
time before a final decision is taken by the government on this matter 
because under the Second Plan only the choice of the site and prelimi¬ 
nary work for the second shipyard are contemplated. 

Air Transport (Civil Aviation) 

It was in 1920 that the Government of India decided to introduce 
the civil aviation service in Bombay, Calcutta and Rangoon. Conse¬ 
quently the government undertook the responsibility for constructing 
the necessary aerodromes and providing them with essential equip¬ 
ments and other facilities. The Civil Aviation Department was estab¬ 
lished in 1927. The Tata Airways Ltd. started internal services in 
1932 and the Empire Air Mail Scheme was introduced in 1938. In 
1946, the Government of India declared that its civil aviation policy 
aimed at the encouragement and development of external and internal 
transport services through sound and reliable private companies. The 
Air Transport Licensing Board was also constituted in 1946. 

Between 1947 and the commencement of the First Plan about 
Rs. 6.6 crores were spent for the development and expansion of aero¬ 
dromes and for improvement of civil aviation facilities. An expendi¬ 
ture of about Rs. 7 crores was incurred during the First Plan period. 
Works estimated to cost about Rs. 18 crores are to be started during 
the Second Plan, the provision in the Plan being about Rs. 12.S crores. 

The nationalisation of air services was completed during the First 
Plan period. Two Air Transport Corporations viz., the Air India Inter¬ 
national and the Indian Airlines Corporation were established in August 
1953. In the six years that have elapsed, passenger traffic has gone up 
from 287,122 to 599,573. These two Corporations have substantially 
integrated and consolidated air services in India and abroad and have 
also undertaken new expansion programmes. Against the initial provi¬ 
sion of Rs. 9.5 crores in the First Plan, the actual outlay on the programmes 
of the two Corporations was about Rs. 15.3 crores. In the Second Plan 
a provision of Rs. 30.5 crores has been made—Rs. 16 crores for the 
In^n Airlines Corporation and Rs. 14.5 crores for the Air India Inter¬ 
national. 

A brief study of progress achieved by the two Corporations, since 
they were established, would reveal that the impact of nationalisation 
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had been comparatively small in the case of external services. Air India 
International Ltd., a joint enterprise in which the government enjoyed 
a 49 per cent interest, was transformed in 1953 into the Air India Inter¬ 
national Corporation but continued, to a very large extent, under the 
same direction and management. This was definitely advantageous to 
the new organisation and its affairs progressed smoothly and profitably. 
The testing time for Air India International, however, came with the 
commencement of the Second Five Year Plan. In the face of an acute 
foreign exchange crisis, pleasure travel outside India was seriously 
restricted and this necessarily produced an adverse impact on the Corpo¬ 
ration’s earnings. 

The internal air services, prior to nationalisation, were operated 
by nine private companies. Naturally there was excessive and wasteful 
competition. Nationalisation, by welding these nine diverse entities 
into one single Corporation (Indian Airlines Corporation), has consi¬ 
derably improved the administrative and operating efficiencies and 
imparted financial stability by eliminating wasteful competition. A better 
co-ordinated route pattern has also emerged from the nationalisation 
of domestic air services. It was, however, observed that between 1953 
and 1957 the internal Corporation incurred a big deficit which was mainly 
due to large expenditure, arising from co-ordination and development 
which were speedily undertaken after nationalisation. But it is hearten¬ 
ing to note that as against a loss of Rs. 109 lakhs in 1956-57, the Corpo¬ 
ration incurred a loss of only Rs. 103 lakhs diuing 1957-58, despite in¬ 
creased expenditure by way of enhanced excise duty on aviation fuel 
and heavy depreciation on Viscount aircraft now operating on most 
trunk routes. 

In short, I.A.C.’s teething troubles seem to have ended and it 
should not be very long before the fruits of nationalization begin to 
mature. An integrated basic route pattern has been evolved, a sound 
administrative framework has been built, procedural rules have been 
regularized, fares rationalized, flight amenities improved and modem 
airo’aft introduced. 

Tranqmrt Co-ordination Under Developmental Planning 

Transport development is the kingpin of the process of rapid eco¬ 
nomic growth. Dynamic economic plaiming requires not only an ex¬ 
pansion but also an effective co-ordination between the developmental 
programmes for different types of transport. Proper co-ordination be-^ 
tween the different types of transport enables all forms of transport 
to play their part without competing with each other. An integrated 
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transport plan is an essential pre-requisite for a planned programme of 
balanced growth of the different sectors of a country's economy. Exploi¬ 
tation of natural resources, development of agriculture and accelera¬ 
tion of industrial growth hinge on an effective and well co-ordinated 
transport system. Transport development has yet another important 
aspect. Since the average buyer in an underdeveloped country like ours 
is poor and can effectively purchase only a few units of the newly manu¬ 
factured articles, the niunber of buyers who must be reached to make 
large-scale production worth-while must be correspondingly large. 
This obviously implies a geographic spread of the market and a co¬ 
ordinated programme of transport development during the planned 
process of industrialisation in a country like India. 

The Indian Planning Commission fully appreciated this vital point 
of developmental planning and drafted a co-ordinated transport pro¬ 
gramme for the First Plan period. The Second Plan also seeks to pro¬ 
vide for better co-ordination between the various means of transport 
and aims at expanding simultaneously all types of transport facilities. 
The Plan endeavours to integrate different types of transport by means 
of statutory regulation of the spheres of each type of transport, depend¬ 
ing upon its suitability for the kind of work entrusted to it. The Plan 
also expects to introduce maximum co-ordination between different 
types of state owned and state operated transport. In short, “the Second 
Plan envisages development to the maximum extent possible of all 
important means of transport in the country and their proper co-ordi¬ 
nation with a view to entrusting to each the tasks which it is best suited 
to carry out.” Co-ordinated transport development has already- pro¬ 
duced its mark on our expanding economy and it appears that we have 
fully realised that the process of accelerated economic growth has to 
be accompanied by a planned revolution in transport. 
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APPENDIX TO PART VIII 

A. Tables Showing India’s Foreign Exchange Reserves and Balance 

OF Payments 

Table 8.1 

India's Foreign Exchange Reserves 

(In lakhs of rupees) 


End of 

Amount^ 

Variations* over 
previous year/month 

1951 

848,44 

— 53,06 

1952 

777,46 

70,98 

1953 

808,76 

4- 31.30 

1954 

811,39 

n- 2,63 

1955 

810,85 

— 54 

1956 

683,46 

—127,39 

1957 

448,31 

—235,15 

1958 

343.92 

—104,39 

April 1958 

416,95 

— 4,27 

May „ 

395,93 

— 21,02 

June „ 

371,71 

— 24,22 

July 

346,09 

— 25,62 

August „ 

340,59 

— 5,50 

September „ 

334.96 

— 5,63 

October 

330,16 

— 4,80 

November „ 

335,85 

+ 5,70 

December „ 

343,92 

+ 8,07 

January 1959 

346,85 

4 2,93 

February 

370,82 

4 23,97 

March „ 

374,59 

4 377 

April 

364,37 

— 10,22 

May§ 

360,16 

- 4.21 

^ Include (a) 7.1 million ounces of gold held by the Reserve Bank, valued till 

October 5, 1956, at Rs. 21.24 per tola and at Rs. 62.50 per tola thereafter as provided 
under section 33 of the Reserve Bank of India (Amendment) Act, 1956, (b) Foreign 


Assets of the Reserve Bank and (c) Government balances held abroad. ^Movement 
in reserves increase (+) decrease (—). § Provisional. 

Source: Reserve Bank of India Bulletin, June 1959. 
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INDIAN ECONOMY--ITS NATURE AND PROBLEMS 


B, Tables Showing the Salient Features of Railways, Shipping and Civil 

Aviation In India 

Table 8.3 

Progress of Indian Railways (1853-1958) 

{In lakhs of rupees) 


Year 

Mileage 

Capital- 

at-charge 

Gross 

earnings 

Working 

expenses 

Net 

earnings 

1853 

20 

38 

0.90 

0.41 

0.49 

1863 

2,507 

5,300 

220 

133 

87 

1873 

5,697 

9,173 

723 

378 

345 

1883 

10,447 

14,831 

1,639 

797 

842 

1893 

18,459 

23,318 

2,408 

1,135 

1,273 

1903 

26,956 

34,111 

3,601 

1,711 

1,890 

1913-14 

34,656 

49,509 

6,359 

3,293 

3,066 

1923-24 

38,039 

71,793 

10,780 

6,845 

3,935 

1933-34 

42,953 

88,441 

9.958 

6,954 

3,004 

1943-44(fl) 

40,512 

85,854 

19,932 

11,411 

8,521 

miAS(b) 

33,985 

74,220 

18,369 

16,394 

1.975 

1950-51 

34,079 

83,818 

26,462 

21,439 

5,023 

1955-56 

34,736 

97,550 

31,751 

26,107 

5,734 

1956-57 

34,744 

1,07,823 

35,055 

28,013 

7,042 

1957-58 

34,889 

1,22,864 

38,299 

31,116 

7,184 


ia) Burma Railways separated in 1937. 

ih) Following the Partition of August 15, 1947. 

Source: Adapted from tables appearing in Indian Railways (Annual) and History 
of Railways (Quinquennial). 


Table 8.4 

Railway Traffic in India (1871-1958) 


Year 

Passenger 
originating 
(thousands) 

Passenger 
earnings 
(lakh rupees) 

Goods 
originating 
(thousand tons) 

Goods 
earnings 
(lakh rupees) 

1871 

19,283 

• 202 

3,542 

420 

1881 • 

54,764 

379 

13,214 

956 

1891 

1,22,855 

686 

26,159 

1,561 

1901 

1,94,749 

1,007 

43,392 

2,124 

mi 

3,89,863 

1,849 

71,268 

3,293 

1921-22 

5,69,684 

3,429 

90,142 

4,952 

1931-32 

5,05,836 

3,135 

74,575 

5,873 

1941-42(fl) 

6,23,072 

3,969 

96,997 

8,963 

1951-52(6) 

12,32,073 

11,142 

98,025 

15,395 

1955-56 

12,97,431 

10,875 

1,15,283 

17,792 

1956-57 

13,82,540 

11,739 

1,25,380 

20,109 

1957-58 

14,31,059 

12,008 

1,33.365 

22,572 


{a) Burma Railways separated in 1937. 
ib) Following the partition of August 15, 1947. 

Source: Adapt^ from tables appearing in Indian Railways, One Hundred 
Years, 1853-1953 and Indian Railways (Annual), 1953-54 to 1957-58. 
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Table 8.5 
Road Development 




Surfaced roads 

Unsurfaced roads 

Nagpur Plan targets 


1,23,000 

2,08,000 

April 1, 1951 


98,000 

1,51,000 

March 31, 1956 


1,22,000 

1,98,000 

March 31, 1957 


1,27,000 

2,01,000 

March 31, 1961* 


1,44,000 

2,35,000 


♦Proposed 

Source: Report of the Road Transport Reorganisation Committee, 1959. 


Table 8.6 

Shipping Tonnage and the Five Year Plans 


(Gross registered tons) 




Before the 
first Plan 

At the end 
of the first 
Plan 

At the end 
of the second 
Plan 

Coastal and adjacent 

Overseas 

Tramp 

Tankers 

Salvage Tug 


2,17,202 

1,73,505 

3,12,202 

2,83,505 

5,000 

4,12,200 

4,05,505 

60,000 

23,000 

1,000 

Total .. 


3,90,707 

6,00,707 

9,01,707 


Source : Office of the Chief Surveyor, Government of India (Mercantile Marines), 
Bombay. 


Table 8.7 

Progress of Civil Aviation in India (1948-58) 


Year 

Miles flown Passengers 

{in thousands) {in thousands) 

Freight {in 
thousand lbs.) 

Mails {in 
thousand lbs.) 

1948 

12,649 

341 

11,975 

1,583 

1949 

15,098 

357 

22,500 

5.032 

1950 

18,896 

453 

80,007 

8,356 

1951 

19,498 

449 

87,665 

7,182 

1952 

19,562 

434 

86,038 

8,377 

1953 

19,202 

404 

84,820 

8,846 

1954 

19,798 

432 

86,415 

10,673 

1955 

21,267 

469 

98,200 

11,478 

1956 

23,481 

559 

96,231 

12,686 

1957 

23,496 

615 

85,691 

13,081 

1958 

24,086 

683 

98,494 

13,180 


Source: Office of the Indian Airlines Corporation, Bombay. 



















?rr5T si9rr?r^ ar^jRift, g^r^q- 

La! Bahadur Shastri National Academy of Administration Library 

MUSS(^RIE 


^ f^JTff^cr 5n<t^ cR? ^rT?ft 11 
This book is to be returned on the date last stamped. 




f^RRJ 


Date 

Borrower's 

No. 

Date 

Borrower.s 

No. 




QL 330.954 
OHO 3RD.ED. 










330.954 

Oho 

3rd ed. 


WJT’T^qr 

Class No. _ 

Author Ohtsh, Al ak _ 


srWTp’tT »TW 
Acc No.. 

Book No,_ 


Its 




I B R A R Y 

NatiAiuil^A **MAOOR 8HA8TRI 

MatiOBal Academy Of Adminfetratron 

MU8800RIE 

AceessioH 

Bo Air* rnm^ 


IBBT 

„55?'*J2j*» a*fcwd or i-fa raj ,_ 



